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CATASTROPHIC HEALTH INSURANCE 



WEDNESDAY, JANUARY 28, 1987 

U.S. Senate, 
CoBfBirrrEE on Finance, 

Washington, DC. 

The Committee met, pursuant to notice, at 10:14 a,m. in Room 
SD 215, Dirksen Senate Office Building, the Honorable Lloyd Bent- 
sen (chairman) presiding. 

Present: Senators Bentsen, Moynihan, Baucus, Bradley, Mitchell, 
Piyor, Riegle, RockefeUer, Daschle, Packwood, Danforth, Chafee, 
Heinz, VITallop, and Durenberger. 

[The press release announcing the hearing and the prepared 
written statements of Senators Bentsen, Mitchell, ftyor. Rockefel- 
ler, Dole, Chafee, Heinz, Durenberger and a background paper by 
the Joint Committee on Taxation follow:] 

[PMiiItelMMNo.H-8,JaiL21, 1967] 
CHAIBlfAN BkNTSKN AhHOVSCMB THK FoST IN A StSIB OF HEARINGS ON 

Catastiophic Hkalth Insurance 

WASmNOTON, DC.— The Honorable Uoyd Bentsen (D., Texas), Chairman, an- 
nounced today that the Senate Finance Committee wiU hold a hearing on Wednee* 
day, Januaiy 28, 1987 on catastrophic health insurance. 

«'^fi_'^*?*!f ^ hearing will be The Honorable Otis Bowen, MD„ Secretaiy of 
Health and Human Servicee. 

' 'In recent years, rising costs of health care }m e hi^ilic^ted the need to improve 
protection against the costs associated with catastrophic iUness," Chairman Bentsen 
said. 

"Thtf hearing is the first in a series the Finance Committee will hold to deter- 
mme how the private sector and Gcvemment can work together to lend support to 
tae elderiy and their families when catastrophic iUnees threatens financial ruin." 

Chamnan Bentsen stated that the purpose of the hearing v;lll be to eEamine the 
issue of coverage of catastrophic illness expenses, including any proposal which the 
President may make in his State of the Union address on January 27, 1987, and the 
?SS^^ ^ Secretary Bowen in his report to the President in November, 

The having will begm at 10:00 A.M. on Wednesday, January 28, 1987 in Room 
SD-215 of the Dirkaen Senate Office Building. 
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. OPENING STATEMENT 

CHAIKKAN LLOYD BENTSEN 
CATASTROPHIC HEALTH INSURANCE 
HEARING 

MR. SECRETARY, WE ARE HONORED TO HAVE YOU WITH US 
' THIS MORNING AS WE UNDERTAKE THE FIRST IN A SERIES OF 

HEARINGS ON THE QUESTION OF HOW THE PRIVATE SECTOR AND 
GOVERNMENT MIGHT COOPERATE TO IMPROVE PROTECTION FOR 
VUU^RABLE AMERICANS WHEN CATASTROPHIC ILLNESS STRIKES. 

AS WE ALL KNOW, THE NUMBERS OF INDIVIDUALS WHO 
ACTUALLY EXPERIENCE A FINANCIALLY DEVASTATING MEDICAL 
EVENT IS SMALL BUT THAT I? LITTLE CC'.ISOLATION TO 
THE AFFECTED FAMILIES. 

DR. BOWEN, YOU ARE TO BE COMMENDED FOR YOUR LEADERSHIP 
IN BRINGING THIS ISSUE TO THE ATTENTION OF THE COUNTRY. AND 
FOR YOUR PERSEVERANCE IN DEVELOPING A SET OF RECOMMENDATIONS 
THAT WILL RECEIVE THE COMMITTEE'S CLOSE ATTENTION OVER THE 
COMING MONTHS. 

LIKE YOU. MR. SECRETARY. MANY OF US HERE TODAY HAVE 
A LONG HISTORY OF INTEREST IN THIS ISSUE. YOU MAY RECALL 
THAT THE FINANCE COMMITTEE HELD EXTENSIVE HEARINGS IN 
1978 AND 1979, At^D THAT SEVERAL PROPOSALS TO ADDRESS THE 
FINANCIAL PROBLEMS ASSOCIATED WITH CATASTROPHIC ILLNESS 
WERE DEVELOPED AT THAT TIME. SENATORS LONG. DOLE. DANFORTH. 
BAUCUS. AND OTHERS OFFERED A BROAD RANGE OF OPTIONS FOR THE 
COMMITTEE'S CONSIDERATION. 

IN THE LAST CONGRESS. BOTH SENATOR DURENBERGER AND I 
REVISITED THE ISSUE — MY BILL. AS YOU MAY KNOW. FOCUSED 
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ON THE HEED TO CLOSE A NUMBER OF SERIOUS GAPS IN COVERAGE 
FOR THOSE ELDERLY AND DISABLED It^DIVIDUALS WHO PARTICIPATE 
.IN THE MEDICARE PROGRAM. 

WITH HIS CHARGE TO YOU LAST EVENING IN HIS STATE OF THE 
UNION ADDRESS, PRESIDENT REAGAN JOINED IN WHAT i HOPE WILL 
BE A SUCCESSFUL EFFORT TO BRING TOGETHER THE BEST ELEMENTS 
OF EACH OF THESE PROPOSALS IN A BIPARTISAN ASSAULT ON THE 
THREAT OF FINANCIAL RUIN FOR FAMILIES WHO THROUGH 
NO FAULT OF THEIR OWN — EXPERIENCE A MEDICAL CATASTROPHE. 

NOW, I AM WELL AWARE "XHAT OURS IS NOT AN EASY TASK. 
WHILE WE BEGIN WITH BROADBASED ENTHUSIASM AND A COMMON GOAL.- 
CONSENSUS DOES NOT YET EXIST WITH RESPECT TO SUCH BASIC 
ISSUES AS THE SCOPE OF COVERED BENEFITS, TARGET POPULATIONS. 
OR FINANCING. WE FACE AN ENORMOUS CHALLENGE IN ATTEMPTING 
TO JOIN DISPARATE VIEWS 0"N EACH OF THESE ISSUES — BUT 
FACE IT WE. MUST, THE AMERICAN PEOPLE EXPECT. AND DESERVE. 
NOTHING LESS THAN OUR BEST EFFORT TO CONSTRUCT A GENUI1«: 
"SAFETY NET" FOR THOSE FEW SITUATIONS WHEN EXISTING PRIVATE 
AND PUBLIC INSURANCE IS NOT ENOUGH. 

WHILE I REMAIN OPEN TO SUGGESTIONS ABOUT THE ELEMENTS OF 
A COMMITTEE BILL — OR SERIES OF BILLS — I BELIEVE AGREEMENT 
MAY BE WITHIN OUR REACH WITH RESPECT TO CLOSING GAPS IN 
COVERAGE FOR THE ELDERLY AND DISABLED WHO NOW RELY ON MEDICARE 
AS THEIR PRINCIPAL SOURCE OF HEALTH INSURANCE. 

MORE THAN 28 MILLION ELDERLY PEOPLE ARE COVERED BY 
MEDICARE TODAY. LAST YEAR. 21 MILLION PAID $13 BILLION IN 
PRnilUMS FOR PRIVATE SUPPLEMENTARY INSURANCE. YET 20 PERCENT 
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RjEMAIN UNCOVERED BY MEDICAID OR PRIVATE MEDIGAP POLICIES . 
ACCORDING TO ACTUARIES WITH THE DEPARTMENT OF HEALTH AND 
HUMAN SERVICES, LACK OF SUPPLEMENTAL INSURANCE MEANS THAT, 
WHILE MOST OLDER AMERICANS HAVE SOME FORM OF THIRD PARTY 
COVERAGE. FULLY ONE-FIFTH OF THOSE OVER THE AGE OF 65 
ARE AT RISK OF A FINANCIAL CATASTROPHE. WITH HEALTH CARE 
COSTS RISING AT A RATE OF 7. 7 'PERCENT IN 1986 — SEVEN 
TIMES THE INCREASE IN THE SOCIAL SECURITY COST OF LIVING 
ADJUSTMENT — IT IS CLEAR THAT WE MUST MOVE AHEAD TO BUILD 
NEEDED PROTECTIONS INTO THE CURRENT SYSTEM. 

AS THE COMMITTEE BEGINS ITS DELIBERATIONS, I HOPE 
MEMBERS WILL CONCUR THAT OUR WORK SHOULD BE GUIDED BY 
A HANDFUL OF BASIC OBJECTIVES: 

ADDITIONAL COVERAGE SHOULD BE PROVIDED FOR 

PERSONS WHO REQUIRE LENGTHY HOSPITALIZATION; 

— PERVERSE ARRANGEMENTS THAT PLACE THE GREATEST 
FINANCIAL LIABILltY ON THE SICKEST PATIENTS 
MUST BE REFORMED; 

— SKILLED tnJRSING aRE AND COMMUNITY BASED 
SERVICES MUST BE PROVIDED FOP THOSE WHO 
REQUIRE TRANSITION CARE BETWEEN 
HOSPITAL AND HOME; 

RESTRAINTS ON OUT-OF-POCKET EXPENSES 
SHOULD PROTECT THE MOST SERIOUSLY ILL WHOSE 
LIFE SAVINGS WOULD BE QUICKLY EXHAUSTED BY 
AN UNEXPECTED MEDICAL CATASTROPHE; AND 
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THESE IMPROVEMENTS SHOULD BE Fi.*.*UJCED 

USING THE BROADEST POSSIBLE BASE AND- MUST 
NOT EXACERBATE AN ALREADY SERIOUS FEDERAL 
DEFICIT. 

MR. SECRETARY, YOUR GUIDANCE AND EXPERTISE ARE 
CRITICAL TO THE SUCCESS OF THIS UNDERTAKING. I LOOK 
FORWARD TO HEARING YOUR TESTIMONY TODAY AND TO 
WORKING WITH YOU OVER THE NEXT FEW MONTHS TO DEVELOP A 
LEGISLATIVE PACKAGE THAT, WHEN SIGNED INTO LAW, WILL 
HELP TO PROTECT THE MOST "VULNERABLE AMONG US FROM 
FINANCIAL RUIN THAT CAN ACCOMPANY A CATASTROPHIC ILLNESS. 

•30- 
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STATEMENT 
SENATOR GEORGE J. MITCHELL 
SENATE COMMITTEE ON FINANCE 
JANUARY 28 « 1987 



As the new Chairman of the Health Subccnunlttee o£ the Senate 
Finance Committee, X take special interest in this 
orpt^<rtunity to examine the problem of catastrophic health 
care expenses* X am pleased that Secretary Bowen has 
responded in such a thorough and thoughtful manner to the 
challenge that was presented to him. He has articulated the 
need for public as well as private initiatives in addressing 
the problems posed by acute catastrophic health care 
expenses. His doing so, in the face of strong opposition by 
some in the administration, is commendable. However I am 
concerned with the Secretary's very limited response to the 
issue of lohg term care costs. 

While the Congress and the Administration must both continue 
to be concerned with the current Federal deficit* we cannot 
allow those concerns to overshadow the responsibi3 ititjs that 
the Federal government has assumed in the area of health 
care. 




Catastrophic health care expenses occur at a time that the 
individual is usually suffering from u major debilitating 
illness. Just at the time the individuals and often their 
9pouse and other family members are trying to adjust to the 
effects of a serious illness^ their problems are compounded 
by another crisis-thac of high out of |)OCket expenses for 
health care« 

Xn many younger persons the lack of insurance coverage for 
such illness is a result of unemployment or even more 
frequently eitiployme'ht ia a low-paying job in an industry 
where ei^ployers artt unable » or unwilling to provided such 
coverage. Private insurance firms^ the states; and the 
federal government must wcrk in concert to pz'cvide insurance 
coverage for these individuals • 

While the vast majority of our older citizens have some 
insurance in the form of Medicare* thoy still face out of 
pocket expenses that are higher than the average for most 
other groups. The structure of Medicare benefits for acute 
hospital care and for physician services* and the lack of 
coverage for out-patient medications are all sources of 
acute catastrophic expenses for the elderly. 
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Esptcially probX«matlc in this respect is the large 
copayment required from Medicare beneficiaries with 
prolonged hospital stays. Such a copayment does nothing to 
hold down utilization and results in a major financial 
burden on the unfortunate few that experience such a severe 
prolonged illness* 

The aggregate cost of these aru^^ care catastrophic expenses 
represent a significant but not overwhelming problem* The 
burden of these costs at present fall^ on those who can 
least afford then-thdse* older persons with multiple 
exacerabations of chronic illness or thoi^e with complex^ 
severe acute diseases* We need to move towi^tds the 
implementation of a system that will eliminate the 
unecessary stress of excessivly high out-of-*pocKet acute 
care expenses on such individuals* 
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The problems presented by long term cmio costs, which 
account lor over 80% of the catastrophic expenses of those 
over 65, are very large and very complex. Expenses for long 
term care elrcady exceed $30 billion dollars a year. Over • 
half the of the costs of long term care at present are paid 
directly by the elderly and their families* Contrary to the 
beliefs of much of the public. Medicare coverage for long 
term care, and especially nursing homo care, is minimal. 
Private insurance, while offering some promise, currently 
accounts for less than 2% of the costs; of long term care. 

The lack of an appropriate means of financing long term care 
has turned the Medicaid program, which was intended as a 
means tested health care program for the indigent, into the 
primary public long term care program. The use of this 
program for financing long term care for the elderly has 
resulted in the impoveris)unent of many elderly persons and 
in some cases their families as well. This problem reaches 
it greatest absurity when spouses of those who require 
nursing home care are forced to decido between giving up 
their homes or divorcing their spouses for financial 
reasons. 
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Adding to our concern is the certainity that the 
demographics o£ our population will result in a doubling o£ 
the need for long term in the next twenty-five years, and a 
quadrupling by the year 2040* While innovations in the 
delivery of home health services can offer a wider choice to 
older individuals, recent evidence suggests that they will 
not be a panacea for reducing long' term car'* costs* 

The need to address the problem of long term care is clear* 
Equally clear, given the enormous financial and personal 
burdens ihiposed by the cost of long term care, is the 
necessity to proceed carefully and cautiously in our efforts 
to manage this problem 

Our goal must be to find ways to insure a system of 
financing long term care that is equitible, avoids 
incentives that favor institutional care over home care, 
enhances choice and preservation of the family and is cost 
effective* This will be a major task but one which we must 
pursue* 
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OPLNING STATRMKNT 



THE HONORABLE DAVID PRYOR 



at a hearing on 



CATASTROPHIC HEALTH CARE COSTS 



Wednesday, January 2S, 1987 



Room 215 Dit'ksen Senate 



iO;00 a>m> 



Office nuild ing 



Hi'. Chairman, r*d like to congratulate you on the scheduliii^j 
of this hearing. Catastrophic coverage seems to be the issue of 
the hour — the newspapers are filled with articles on it, anci 
this week alone several Congressional committees have scheduled 
hearings on the topic. This is a significant change since last 
August when I held a field hearing on this topic in Arkansas, and 
found limited hearing reference to the issue during recent 
Congresses. I hope that this increased attention will translate* 
into some positive legislative action this year. 

It is no secret that HHS Secretary Otis Bowen is to be 
credited for a great deal of the attention being focused in the 
area of catastrophic health care costs. Although through the 
years there have been a number of legislative proposals submitted 
to deal with one or more aspect of the catastrophic problem 
(including an acb«.e catastrophic plan proposed by you, Mr. 
Chairman), the Secretary's endorsement of a catastrophic plan and 
subsequent Advisory Committee meetings started many of the 
interested l^arties talking. Equal in importance, however, is the 
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Catastt'ophic heai'inq 
Januai-y 28, 1987 
Page 2 

definition tov "catastLophiC that the SecLetaiy* s Advisoiy 
Committee came up with — a disease or condition was defined as 
catastLophic based on its financial impact upon an individual ov 
a family. This is a much bi-oadeu approach than had been 
previously taken, one which includes thiee distinct problem 
areas: acute catastiophic care for the eldeily, long-Ueirm health 
caie coverage for the elderly? and long-teim and catastiophic 
health cai'e coverage for individuals of all ages. I believe the 
Congress must retain this bioad approach in order to make any 
significant inroads in dealing with this problem. 
ACUTE CATASTROPHIC CARE FOR THE ELDERLY 

The first of these areas — acute catastrophic coverage for 
the elderly — is the area which can be most leadily addressed. 
The major options include: 

— Impi'ovements to curi-ent national Medigap policy and more 
stringent enforcement of laws regarding these policies; and/or 

— Expansion of the Medicare program to fill the most 
glaring acute care gaps. 

The latter is part of Secretary Bowen's plan. The relative 
ease with which this problem can be addressed does not imply a 
lack of importance — the gaps in acute care coverage have been 
serious problems since Medicare's Inception which can financially 
devastate an elderly individual or couple. In fact, that has 
been exactly what has happened Lp around 5 percent of the 
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Catastcophic heai'Lng 
Januai-y 28, 1987 
Page 3 

MedicdL-e population, and the othei- 95 percent live in feai- of 
that occuL'L'ing* 

ACUTE/MINIMUM COVERAGE FOR ALL AGE GROUPS 

The elderly have no monopoly on health care needs or 
expanses* A major problem this nat'on must face is that of 
uncovered care — individuals and families who have no health 
insurance coverage whatsoever. Around 18 percent (35 million) of. 
the under 65 population have no health care coverage. We must 
work to create greater incentives for participation in group 
health insurance programs and to make federal programs more 
responsive to these needs* I am hopeful that the Subcommittee on 
Private Retirement Plans and Oversight of the IRS will be 
actively involved in creating incentives for broader employer- 
sponsored health care coverage and prefunding of retiree hc^alth 
benefits* 

LONG TERM CARE FOR THE ELDERLY 

Finally # the area of long term care coverage for the elderly 
must be examined* There are a number of changes which are needed 
to clarify benefits in this area — particularly in the home 
health and Medicare nursing home benefit areas* We must also 
fully exanine the concept of long term care and nursing home 
insurance* There are some serious concerns about the wisdom of 
marketing long term care policies on a large scale — 
particularly about the funding of such an expensive product* 
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Frequently I heai* of elderly couples who both have serious 
health problems — where one must sacrifice attention to his or 
her own health care needs in order to finance care for the other* 
This type of situation is unconscionable, and we have an 
obligation to address it* The area of spousal impoverishment has 
not received sufficient attention* This occurs when one member 
o£ an elderly couple is placed in a nursing home or needs other 
expensive health care and the community property is liquidated in 
order to pay for the necessary care, leaving the spouse in the 
community destitute* We need to find a workable way to limit, 
liability in situations like these* 

Mr* Chairman, I know that there is much that can be done, 
and I plan to be actively involved in the debate on the issue* 
The implementation of a truly conprehensive national catastrophic 
plan may take a number of yeai but the prospects are more 
hopeful now than ever before to accomplish some meaningful reform 
in this area* I stand ready to work with my colleagues toward 
that goal* 
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STATXKBMT BX 
SENATOR JOHN D. ROCKBPB&LBR tV 



PINANCB COHMXTTBB HBARXNG ON CATASTBOPHtC HEALTH INSORANCB 
January 29, 1987 



I am sure that I share with my distinguished colleagues 
intense interest in Secretary Bowen's testimony. The Secretary's 
report of late last year to the President on catastrophic illness 
expenses has given us — and the American people — cause to 
believe that the time has arrived when Congress and the 
Administration can work out some form of a solution to this 
enormous problem, it's my hope that today's hearing will launch 
such an effort. 

I'm concerned, however, by the conflicting signals we have 
oeen receiving from the Administration on health care. Secretary 
Bowen properly has received a great deal of praise for his 
November report on the catastrophic crisis. This document 
presents a range of options to improve and expand coverage for 
the elderly and the rest of Americans who, because of being 
either under insured or uninsured, are at risK of staggering 
health care costs. While I have questions or concerns about some 
of the specific ideas' proposed, I applaud the Secretary for 
taking this major step to lay out possible ways of tackling this 
problem. 

But then, as soon as the report — and it was a report, not 
legislation carved in stone — was released, other Administration 
officials actually trounced it in public. The President's 
Chairman of Economic Advisors was especially verbose, charging 
that aspects of the Bowen plan "would replace a competitive 
private market with a Government monopoly." 

I !on't think these charges were fair or helpful to the 
debate on the catastrophic issue. For twenty years. Medicare has 
been the primary source of health insurance for a substantial 
portion of America's elderly population. Seeing that many 
thousands of senior citizens areMncurring staggering personal 
expenses every year because of the* gaps in Medicare, Congress has 
to consider whether the program can and should tie expanded — and 
we must look into other options, some suggested by Secretary 
Bowen, for spurring more affordable and more widely available 
catastrophic coverage by the private sector. 

Another deeply disturbing message about health care recently 
came in the form of President Reagan's fiscal year 1988 budget. 
The budget for the Department of Health and Human Services 
proposes $6.6 billion in cuts from Medicare and Medicaid in FY88 
and a total of $61.5 billion over the next five years* One of 
HHS's specific suggestions for achieving these "savings" is to 
significantly increase the Medicare Part B premium tor new 
retirees. I find $6.6 billion of reductions in health care 
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uncop iCionable. This conunittee will be taking up the budget on a 
different day, but I do raise it now to say this? there's a 
serious conflict between the Secretary's initial and welcome 
expression o£ support £or broadening Medicare to cover more of 
catastrophic expenses and the budget we just received which is 
totally silent on catastrophic care but full of proposals to cut 
services and increase beneficiary costs. 

I'm anxious, therefore, to learn more about Secretary 
Bowen's — and President Reagan's — thinking about how we might 
pursue this serious problem. In contemplating possible 
solutions, I have a number of goals which I hope will be 
achieved. 

First and foremost, we can't let this crisis go on* We must 
find ways to protect seniors and the rest of the population from 
medical bills that wipe them out financially. 

Second, let's urge the private sector to work with us fully. 
Recently, some of the private insurers have been critical of the 
Medicare- and government-related proposals which have emerged, t 
certainly hope there are steps that can be taken to foster better 
catastrophic coverage in the private sector. If it can be 
offered, what will it take to see it developed soon? The 
existing Medigap policies are clearly not enough — in fact, many 
beneficiaries mistakenly believe these private policies protect 
them from catastrophic medical costs. 

Next, a more specific objective of mine is to truly make 
home health care an option for individuals requiring continual 
personal or medical care. In West Virginia, it's strongly 
believed that many of the elderly who enter nursing homes by 
qualifying for Medicaid could receive the care they need at home 
instead. We know that home health care is less expensive in most 
cases than nursing home or hospital care. In addition to 
creating a more humane form of care for many people, making this 
option available should free up funds to expand the population 
served by Medicare and Medicaid. 

I also want to explore how the tragedy of "spousal 
impoverishment" can be avoided. We just learned about the 
Massachusetts study showing that the spouses oi' one third of the 
elderly entering nursing homes under Medicaid had to deplete 
their bank accounts and assets of practically all they owned. 
This is inhumane. 

Finally, I think the American people expect us to address 
the catastrophic health care problem in the broadest sense. This 
means con ring ways to insure citizens for longer 
hospitalization stays, long-term care, and other highly costly 
medical expenses. 
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The American people, however, don't want Congress to make 
promises that can't be kept. The budget deficit is no secret - 
we should only take those steps which we know we can afford, 

I am anxious to begin this effort and ease the catastrophi 
crisis burdening so many of our citizens. 




f 
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S3MAT0R BOB DOLE 



HEALTH INSURANCE 



I WANT TO THANK THE DISTINGUISHED CHMRHAN Ot THE SENATE 
FINANCE COMMITTEE FOR HOLDING THIS HEARING ON CATASTROPHIC HEALTH 
INSURANCE. AND I ESPECIALLY WANT 10 WELCOME SECRETARY ':OWEN« X 
AM LOOKING FORWARD TO THIS OPPORTUNITY TO EXPLORE »TTH THE 
SECRETARY HIS EXPERIENCE IN WORKING WitH THE CATASTROPHIC HEALTH 
INSURANCE ADVISORY GROUP OVER THE PAST YEAR. 

DOLE/DANFORTH/DOMINICI 1979 

FOR MANY OF US ON THIS COMMITTEE, THE SUBJECT OF CATASTROPHIC 
HEALTH INSURANCE PRESENTS US WITH AN OPPORTUNITY TO LEARN FROM 
OUR OWN PAST. I INTRODUCED MY FIRST CATASTROPHIC HEALTH 
INSURANCE BILL WITH SENATOR DANFORTH AND SENATOR DOMINICI IW 1979 
(THE SO«CALLED "TRIPLE D" BILL) • THAT BILL CONSISTEO OV THE 
FOLLOWING: FIRST, THOSE ELIGIBLE FOR MEDICARE WERE TO BE 
PROTECTED BY EXPANSION OF THEIR BENEFITS TO INCLUDE CATASTROPHIC 
HEALTH INSURANCE. SECOND, THE LARGE MAJORITY OF THE EMPLOYED 
WOULD BE ASSURED OF THE AVAILABILITY Of ADEQUATE PRIVATE 
INSURANCE PROTECTION BY REQUIRING EMPLOYERS TO MAKE AVAILABLE 
THIS BENEFIT TO ALL EMPLOYEES. THIRD, THOSE WHO ARE NEITHER 
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COVERED Bt HEDICARE NOR EHPLOYED AND NOT ALREADY COVERED, COULD 
CHOOSE TO HAVE THE FEDERAL GOVERNMENT SERVE AS A FACILITATOR AND, 
IN SOHE INSTANCES, A FINANCIAL BACK«-UP, IN CONTRACTING WITH 



IT HAS BEEN NINE YEARS SINCE WE INTRODUCED THE *«TRIPLE D** 
BILL. A LOT HAS OCCURRED SINCE THEN. • .IN 1983, WE PUT IN PLACE A 
NEW PROSPECTIVE PAYHENT SYSTEH THAT DRAHATICALLY ALTERED THE WAY 
THE HBDICARE PROGRAM PAYS HOSPITALS, RESULTING IN DECREASED 
LENGTHS OF STAY AND DECREASED RATES OF HOSPlTALrZATION* 
SIMILARLY, MANY EMPLOYERS AND OTHER THIRD PARTY PAYORS HAVE 
INSTITUTED COST CONTROL EFFORTS AS WELL. AND JUST LAST YEAR, WE 
GAVE STATES THE OPTION TO EXPAND THEIR MEDICAID PROGRAMS TO 
INCLUDE MORE ELDERLY AND CHILDBEARIMG WOMEN. 

BUT THERE ARE STILL GAPS IN THE SYSTEM AND THE LACK OF 
CATASTROPHIC COVERAGE IS ONE OF THOSE GAPS* IN RETROSPECT, MUCH 
OF WHAT WE PROPOSED BACK IN 1979 STILL SEEMS SOLID TODAY. FOR 
EXAMPLE, I ARGUED THEN AND CONTINUE TO BELIEVE TODAY THAT MANY OF 
OUR CONCERNS MAY BE WELL ADDRESSED THROUGH THE PRIVATE SECTOR. 
MOST AMERICANS ALREADY HAVE SOME FORM OF HEALTH INSURANCE. AND 
THAT INSURANCE IS PROVIDED THROUGH THE PRIVATE SECTOR. OUR 
SOLUTIONS SHOULD BUILD UPON THAT STRUCTURE AND NOT ATTEMPT TO 
EITHER DUPLICATE OR REPLACE IT. 



PRIVATE INSURANCE COMPANIES FOR CATASTROPHIC COVERAGE. 




CORHENT CONCERNS 

AS WB PROCEBO WITH OUR 0ELIBERA7Z0NS ANO OUR OISCUSSXON 
TOOAY^ X HOPE THAT HE CAN KEEP IN HINO A NUMBER OF IMPORTANT 
FACTORS THAT NEED TO BE EHPHASIZEO. WE CANNOT EXAMINE THE 
SUBJECT OF CATASTROPHIC HEALTH INSURANCE IN A VACUUM. THE REASON 
WHY WE ARE HBRB TOOAY IS SECAUSE WE KNOW THERE ARE NO SIMPLE 
SOLUTIONS TO THIS COMPLEX PROBLBH. 

AS WB LOOK FOR SOLUTIONS, WE MUST BE CAUTIOUS ABOUT REVERSING 
SOME OF THE PROCRBSS WB HAVE MADB III OTHER AREAS. IN THB PAST, \ 
IN OROBR TO STIMULATE THE PRIVATE SECTOR TO PROVIOE HEALTH V 
mSURANCB, TAX INCENTIVES WERE HAOE AVAILABLE. THIS HAS WORKBO 
WELL SUTr WB DON'T WANT TO START BLINDLY HANDING OUT TAX BREAKS, 
OTHERWISE KNOWN AS REVENUE LOSSES, IN ORDER TO SOLVB ALL THESE 
PR0BL8H8. FOR EXAMPLB, TAX DEFERRED RETIREMENT ACCOUNTS FOR THE 
PURPOSE OF BNCOURAGING INDIVIDUAL SAVINGS FOR hOUG T£RM CARE HAY 
BE WORTHWHILE TO CONSIDER BUT IT WOULD BE A HISTAKB TO UNDO THE 
ENORMOUS ACCOMPLISHMENT OF TAX REFORM BY GOING BACK ON SOME OF 
THE HARD FOUGHT PROVISIONS THAT HELD THE PACKAGE TOGETHER. 

SIMILARLY, WHILE WE CAN 00 A GREAT OEAL THROUGH WORKING WITH 
EMPLOYERS, EMPLOYEES, ANO THE PRIVATE SECTOR TO ENCOURAGE THE 
AVAILABILITY OF CATASTROPHIC HEALTH INSURANCE FOR EMPLOYEES, WE 
MUST BE CONCERNEO ABOUT THE IMPACT ON EMPLOYMENT IF THE COSTS OF 
INSURANCE BECOMES PROHIBITIVE. ANO, OF COURSE, WE MUST BE AWARE 
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or THi rtDiRAL oerxciT and our commxtmeht to tacklihg that 

rROBLM. XM SHOnXf WC MOST MOT AtLOW OUR SOLUTIONS TO RESULT ZM 
CONSCQUtllCtS THAT ARf UHLIKELt TO AffORO TRUE MOTECTIOM TO THE 
AHERXCAM PEOPLE* 

TIME TO REPOCOS 

IN RECENT YEARS IN THIS COONTRY, WE HAVE SEEM THE QROMTH Of 
iO<*CALLED "PISHT^DOLLAR** COVERACE, TEN REPERRBO TO AS 
•PROMT-EMO* CpVEIlACE. ZM PART, VHX8 EMPHASIS ON THE "PIRST- 
OOLCAM" HAS LEO US AWAY PROM CONCERN AlOUT THAT "LAST DOLLAR**. 
WE NEED TO 00 A SETTER JOB OP MAKZNC AVAILABLE INSURANCE THAT 
PROTECTS AN IHOIVIOUAL*S **LAST DOLLAR** AND THROWS THE VICTIMS OP 
CATASTROPHIC ILLNESSES AND THEIR PAMILIBS INTO POVERTY. 

I HAVE aO!NED WITH A SEVERAL OP MY COLLEACUES TO SEEIC A 
SOLUTION TO THIS PROBLEM. PIRST, WE HAVE TURNED OOR ATTENTION TO 
CATASTROPHIC HEALTH INSURANCE COVERAGE POR THOSE ON MEDICARE, 
our. PRIORITY IS OEALINC WITH ACUTE COVERACE PIR:<T. WE ARE 
CAREPULLY EXPLORING WHETHER OR MOT THE PRIVATE INSURANCE MARKET 
CAN PULLY DEAL WiTM THE ELDERLY OR WHETHER MEDICARE IS A MORE 
COST-EPPECTIVE SOURCE. THIS DOES NOT MEAN WE WILL IGNORE THE 
ISSUE OP LONG TERM CARE. THIS COMMITTEE WILL BE HOLDING HEARINGS 
SOON ON THIS ASPECT OP CATASTROPHIC ILLNESS EXPENSE. 
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rOK TNOSB UNOIK iS, X TKULy BELXEVC THAT THE PKOBLCH CAN lie 
LAKGCtY OlALT HIT:; THROOCH THB MXVATI lECTOB, fWCM AS MB 
rBOrOSBO XM 1^79« HOMBVBR, WB have %Vit^ DXVBBBB CROUM WHO 
ARB XHaUDBO XN THXS rorULATXOM AND OUR SOLUTIONS WIST FXT TNBXR 
ONSOOB CXBCONSTANCBS* FOR THB BNTLOYBO^ BNPLOYHBNT BASBO OtTXONS 
SBBN TO «UKB THB MOST SBNSB. FOR THOSB UNO ARB NBXTHBR BMKrOTBO, 
AND MAVB NOT BBBN ABLB TO rURCHASB CATASTROfHXC HEALTH XNSORANCE, 
TNtRB ARB A NUNBER OF OFTXONS THAT NEBO TO BE FULLY SXFLORED, 
XNCtOOmO fTATE XNSURANCE RXSIC FOOLS. 

coNcmsxow ^ 

WE HAVE SET BEFORE US A BROAD CHALLENGE AND X AH CLAO THAT WE 
NAVE SO MANY STRONG SUFFORTS TO HELF US XN OCR 0t:3»T« X K30II 
THAT WE WXtt NEBD THB XNFOT OF HANY BEFORE THXS JOB XS DON."!. ANO 
X, FOR ONE, LOOK FORWARD TO WOREXNC TOWARD A SOLUTION THAT LXFTS 
THB MRDEW OFF THOSB WHO ARB ALREADY XNCRBDXBLY BURDENED BY THE 
VERY NATURE OF THE SUFFERING THAT ACCOMFANXES THOSE WHO 
EXFERIBNCE A CATASTROFHIC HEALTH EVENT. AND I WELCOHf. ANY 
CONTRIBUTION THE SECRETARY CAN MAKE TOWARD ACCOHFLISSHINO THAT 
END* 
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STATEMENT RY 
SENATOR JOHN H. CHAFEE 
AT 

FINANCE CnMhlTTEE HEARlNfi 
DN 

CATASTROPHIC HEALTH CARE 
JANUARY 28, 19R7 

HR. CHAIRMAN, I AM PLEASED TO HAVE THE OPPORTUNITY TOHAY TO 
THANK SECRETARY ROHEN FOR THE EXCELLENT WORK HE HAS HONE ON THE 
TOPIC OF. CATASTROPHIC iLLNESS. THE INFORMATION ANIl RECOMMENHATIONS 
SECRETARY BOHEN PRESENTED IN HIS REPORT TO THE PRESIDENT HAVE REEN 
EXTREMELY HELPFUL IN RAISING AWARENESS AROIIT THIS TROUBLING ISSUE. 

IT IS CRITICAL THAT HE DEVELOP A RUIDINfi DEFINITION OF A 
CATASTROPHIC ILLNESS EXPENSE. IN MY OPINION, ANY HEALTH RELATED 
CRISIS WHICH HAS THE POTENTIAL OF FORCING AN INDIVIDUAL OR FAMILY 
INTO OR NEAR POVERTY IS CATASTROPHIC. 

WHILE IT IS TRUE THAT RETWEEN THREE AND FOUR PERCENT OF 
MEDICARE BENEFICIARIES FACE OUT-OF-POCKET EXPENSES OF OVER $2,000 
EACH YEAR, ABOUT FIVE PERCENT OF ALL ELDERLY INDIVIDUALS ARE IN 
MURSINfi HOMES AT ANY ONE POINT IN TIME AND THE LIFETIME RISK OF 
ENTERING A NIIRSINIi HOME IS ABOUT TWEMTY PERCENT. THE AVERAGE COST 
OF ONE YEAR IN A NURSING HOME IS APPROXIMATELY $22,000. 
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m HOST OF THE ELDERLY, THE RISK OF NEEDING LONR TERM CARE 
AND ENTERING A NURSING HOME IS THEIR HOST PARALYZING FEAR. THEY 
HAVE GOOD REASON TO BE CONCERNED. AS SECRETARY ROWRN POINTS OUT IN 
HIS REPORT, ONE-HALF OF ALL NURSING HOrE PAYMENTS ARE OUT-OF-POCKET 
EXPENDITURES RY THE ELDERLY AND ALMOST ALL THE REST ARE PAID RY THE 
MEDICAID PROGRAM. APPROXIMATELY ONE-HALF OF ALL MEDICAID RECIPIENTS 
IN NURSING HOMES WERE NOT INITIALLY POOR, RUT SPENT THEIR INCOME 
AND RESOURCES ON LONG TERM CARE BEFORE BECOMING ELIGIBLE FOR 
MEDICAID. 

NO ELDERLY INDIVIDUAL OR COUPLE SHOULD BE FORCED INTO POVERTY 
BEFORE ASSISTANCE WILL BE PROVIDED FOR LONG TFRH CARE FOR A CHRONIC 
ILLNESS OR DEBILITATING CONDITION LIKE ALZHEIMER'S DISEASE. 

AMY CATASTROPHIC PROPOSAL, IF IT IS TO TRULY ADDRESS THE 
ISSUE OF CATASTROPHIC HEALTH CARE EXPENSES, MUST INCLUDE PROTECTION 
AGAINST THE IMPOVERISHMENT OF THE ELDERLY AS A RESULT OF THE COST 
OF LONG TERM CARE. 

I AM DEVELOPING A PROPOSAL WHICH WOULD ADDRESS THE THREE MOST 
IMPORTANT HEALTH RELATED PROBLEMS THE ELDERLY FACE TODAY: EXPENSES 
INCURRED WHILE IN THE HOSPITAL; THE NEED FOR POST-HOSPITAL CARE; 
AND MOST CRITICAL, THE NEED FOR A VARIETY OF LONG TERM CARE 
SERVICES. 
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THE PRnPOSAL WnULIl RESTRUCTURE HEIllCARE BENEFITS IN THE SANE 
WAY SECRETARY BOWEN'S RECOnHENnATinNS SUGGEST -- BY PLACINR A CAP 
ON OUT-OF-PnCKET EXPENIIITURES BY THE ELPERLY. IN AnniTinN, I WILL 
PROPOSE A NEW SET OF SERVICES FOR POST-HOSPITAL CARE, SUCH AS IM- 
HOHE OR NURSING HOME CARE, TO ADDRESS THE PROBLEM OF ELDERLY 
INDIVIDUALS BEING DISCHARGED FROM THE HOSPITAL IN A FRAGILE 
CONDITION. A PREmun WOULD BE DETERMINED TO PAY FOR HOST OF THE 
COSTS OF THESE TWO NEW BENEFITS. FINALLY, HY PROPOSAL WILL ALLOW 
ELDERLY INDIVIDUALS POTENTIALLY AT RISK OF LOSING ALL OF THEIR 
ASSETS AND INCOME IN ORDER TO PAY FOR A CHRONIC ILLNESS OR 
DEBILITATING CONDITION, TO PAY AN INCOME ADJUSTED .MONTHLY FEE TO 
THE MEDICAID PROGRAM AND RECEIVE A PACKAGE OF LONG TERM CARE 
SERVICES. 

WHILE I REALIZE THAT THIS APPROACH MAY BE TOO AMBITIOUS, AND 
PERHAPS COSTLY, FOR US TO ENACT THIS YEAR, I BELIEVE IT OUTLINES 
THE CRITICAL ISSUES WE MUST ADDRESS IH THE LONG RUN. IN THE 
MEANTIME I WILL CONTINUE TO WORK WITH MY COLLEAGUES ON THIS 
COMMITTEE TO DEVELOP SOLUTIONS TO AS MUCH OF THE PROBLEM AS WE CAN 
AFFORD TO CORRECT THIS YEAR. 

WE MUST ALSO REMEMBER THAT THE HEED FOR PROTECTION FROM 
CATASTROPHIC ILLNESS IS NOT LIMITED TO THE ELDERLY. AS SECRETARY 
BOWEN'S REPORT ACCURATELY POINTS OUT, THOSE UNDER SIXTY-FIVE ARE 
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ALSO AT RISK, AND THE NEEDS OF YOUNGER FANILIF.S AND CHILDREN NITH 
CHRONIC ILLNESSES OR DISABILITIES MUST BE ADDRESSED. 

WHILE ME HAVF. ONE OF THE REST HEALTH CARE SYSTEMS IN THE 
WORLD FOR SOME INDIVIDUALS, HE ALSO HAVE ENORMOUS UNMET NEEDS. 
THESE ARE CRITICAL NEEDS THAT MUST BE ADDRESSED IF HE ARE TO RE 
COMPETITIVE - A HEALTHY WORKFORCE IS ONE OF OUR MOST IMPORTANT 
ASSETS- 
HE HAVE OUR HORK CUT OUT FOR US IN THIS COMMITTEE THIS YEAR 
IF WE ARE TO SOLVE EVEN A FRACTION OF THE CATASTROPHIC ILLNESS 
PROBLEM. THE ISSUES ARE BROAD AND COMPLICATED, AND REAL SOLUTIONS 
MAY HE EXPENSIVE. I LOOK FORWARD TO ATT'^'IKING THIS PROBLEM THIS 
YEAR WITH SECRETARY ROWEM'S GUIDANCE AND HELP. 
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STAtmf BT 9BIAT0R JOHI HBIHZ (R-PA) 

Birari THB SBIA9B mAicB comimE 

28 JAMVART 1967 



Nr. ChairmaA, the Finance Committee meets once again this 
morning to look at short falls in our nation's health care 
programe— »the loopholes and potholes, the coverage "black holes** 
that put too manj Americans at risk. 



Ve stand today at a crossroads. Ve must decide whether to 
strengthen our commitment to essential health services for all 
Americans, or cave to compulsive budgeteers and program polemics 
who say we've done enough. 

Mr. Chairman, I think the choice is clear. While the President 
stopped short of endorsing the Bowen proposal in his State of 
the Union address last evening, the Secretary deserves credit 
for ushering the debate over catastrophic coverage into the 
national spotlight. Vhile there are problems with the 
Secretary's proposal. It fills an invaluable role as a backboard 
off which to boance more comprehensive solutions. 

Mr. Secretary, I have read your pro -osal in its entirety with 
great interest. Tou deserve an "A" Zot your leadership and 
courage, both for recognizing the devastating potential of a 
catastrophic illness and for putting forth a framework for 
change. Rest assured that yourl^ is not a lone voice in the 
wilderness. Tour concerns are echoed by a chorus from this 
Committee an. from others across the Hill. 

I have done a more detailed analysis of your proposal Mr. 
Secretary, which I would be pleased to share with you. This 
analysis begins with my premise that a truely comprehensive 
proposal for acute and chronic health care coverage must meet 
four critical criteria. 

First, it must rely on a Joint public/private approach for 
financing . 

Second, it must provide for a full range of services » from 
community^based to institutional, from catastrohpic acute to 
long term cnronlc T 

Third, it must make coverage accessible and affordable for all 
Americaris . 

And finally, it must be cost-effective, without threatening 
quality . 

Based on these criteria, Mr. Secretary, I find several areas • 
where I would improve upon your proposal. You thread the needle 
to darn the holes in America's acute and long term care 
coverage. But your thread isn't long enough, nor strong enough, 
to mend the full range of problems we face. 

The biggest weakness in your proposal, as I see it, is the 
limitod set of options you offer for long term care. Your 
recommendations for tax credits, for example, by emphasizing 
institutional settings, invite care that is more expensive, 
perhaps inappropriate and even lese deeirable than care in a 
home or community. These long term care incentives, further, 
rely too heavily on solutions that are unlikely to help lower- 
income individuals and families. 

When it comes to the elderly, your proposal would not really 
expand coverage beyond current services. For example, 
prescription drugs would remain an out-of-pocket expense. The 
proposal would not ensure access to cov^jrage for those low- 
income individuals who do not get Medicaid and cannot afford the 
added Part B premium. 





ERIC 



28 



Statement 

Senator Dave Durenberg^r (R* Minnesota) 
Hearing on Catastrophic Health Insurance 
Senate Finance Committee 
January 2B, 1987 



I applaud the Secretary's leadership In pressing to solve an 
Important national problem. I regret that his solutions go no 
further than they do and that the President, although Identifying 
the problem as a tragedy, has not yet decided to move ahead. 
But, I am glad that the Administration Is concerned, continues to 
work on this Issue and will submit a proposal soon. 

This Is an Issue of long standing Interest to me. I had the 
privilege and pleasure of representing the Sena^^e on the 
Catastrophic Illness Advisory Committee. It was an Important 
effort and I continue to commend the Secretary's leadership an'' 
urge him to shick to his beliefs about the Importance of this 
problem. But, at the time of the report Issuance, I expressed 
great concern about the report's f;illure to commit the federal 
government to assuring all Americans* protection against 
catastrophic health care expenses. I looked for strong 
conclusions and bold actions. Instead, we got tepid options. 
Ironically, and sadly, I note that last night's promise by the 
President seemed scaled down even further. 

I do not, as I know my colleagues do not. Intend to wait any 
longer. As I have since 1983, I will Introduce catastrophic 
expense protection legislation aimed at both the over 65 and the 
disabled, and the un^er 65. The former would be tied to the 
Medicare program and the latter tied to eraploymeat and other 
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insuring raechanisns for those not in the work Aorce. I am 
working with my colleagues on the Finance Committee to develop 
legislation that can be reported out of our committee. But, I 
want to make it clear today that these piecemeal changes, the 
usual "disjointed incrementalism** of U. S. health policy, are 
just steps on the road to the comp r ehe ns i ve health care reform 
that we need - reform that addresses all of the problems and gaps 
in health policy in the country, and that these changes not be 
seen by anyone as ends in themselves. 

We need, at the very least, to keep our eye on the long range 
goals a;.* be clear that "a fix" here and "a fix" there do not 
solve or even begin to address other major problems* including 
the need for well -managed, effective, long term care programs 
that ensure that individuals get the right care at the right 
time, as we hav» soon succeed at On Lok in California and St. 
Anthony's Block Program in St. Paul. 

But, 'the elderly and disabled are by no means the only people 
affected by catastrophic illness as the President and Dr. Bowen 
recognize. We must make certain that all Americans have access 
to catastrophic health insurance. I will reintroduce my 1985 
Health Equity and Fairness Act which would require employers with 
25 or more employees to offer protection against catastrophic 
hospital and physician expenses and to require continuity for 
that protection for employees and dependents. 
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The discussion over catastrophic coverage £or Americans is 
not new. I know that the Finance Convnittee worked long and hard 
on this issue in the late 1970' s. However, there has not been 
much discussion of it recently, so it is important to bring it 
back to the front burner. 

Catastrophic coverage is no panacea. It will not prevent all 
hardship and by Itself it does not address a number of failures 
in the system, h major study by the National Center for Health 
Services Research indicates that at least a quarter of the 
nonelderly population, more than 50 million people, are 
inadequately protected against the possibility of large medical 



tills. Many of these people are poor although many also have 
employer*-provided insurance. 

There is no reason that through employer based 3>^oup 
insurance, we cannot assure employee's and their dependents 
protection against worst-case situations. This just makes sense 
from the standpoint of health policy and en?)loyee relations, and 
the additional costs will be very modest. Employers had been 
paying for some of these costs through "cost shifting". There 
will now be more explicit coverage and everyone can insist that 
they get their money* s worth* This will also make case 
management systems all the more attractive. 

Catastrophic Coverage Under Medicare 

One of my bills, the Catastrophic Expense Protection Act, 
restructures Medicare and provides beneficiaries with 
oAtAnhroohlc AxnAnsA nrot-.echion and different; cost sharino. 
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The Medicare program has undergone considerable reforms since 
1983 ♦ and they are good reforms. But our task is not complete. 
The prospective payment system must be expanded to include other 
providers of car^ like physicians, skilled nursing facilities, 
home health agencies, and hospices. * 

Despite our success in restructuring payments to hospitals, 
we failed to address the ;ieed to restructure beneficiary 
cost'sharing, which has remained essentially unchanged since the 
creation of Medicare in 196S, in spite of revolucj onary changes 
in other aspects of the program. 

Medicare is an insurance program and should be designed first 
to protect the individual against the expenses incurred by a 
catastrophic illness. For Medicare, beneficiary cost-sharing 
should therefore be deslijned to allow beneficiaries to help 
prepay some of cheir costs and limit the beneficiary's liability 
for extraordinary expenses. Under present Medicare policy, there 
is no limit on the amount an individual beneficiary can expend 
out of pocket through Medicare cost-sharing. This makes no 
sense. Altihough the number affected is small in any given year, 
the effect can be devastating on the individual and the family. 
Further, there is considerable fear of being impoverished and the 
majority of elderly express a wish to have catastrophic 
protection to reduce those fears. 
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I have not vrorked out all of che details hxip the principles 



and the directions are clear. 

*We need to move as quickly as possible to effective case 
lUAnagement systems, chosen by the beneficiaries and other 
consumers. 

*We need good prepayment and cost sharing mechanisms to allow 
beneficiaries to participate In payment for more routine costs. 

*We must protect people from Impoverlshement and stress when 
they experience catastrophic Illness. 
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HKOICOC: aTASTtO^HIC OOVCKACt MOPOSALS 



BAckground Np«r 



I. QVUVIIII 

H«dictrt it t ntcionwidt httlch inturtnct progrM for 32 Million tttd tnd 
dit«bl«d p«rtont« Tht btntfict providtd undtr cht progrM art ch« •••• 
chroufKouc th« country. Thctt bMtfici trt ctrgtctd cowtrd Mtcirj cht tcuct 
httlth ctrt nttdt of cht tldtrly. Tht progrM providtt tttt tfftcciv« 
proctccion agtintc tht cotct tttocitctd wich chronic illnttt» ptrcicultrly 
chott tttocitctd with long-ctrn intcicuciontliMCion. Purchtr^ cht Ntdictrt 
progrta pltctt no upptr li«iic on ouC-of»pocktc cotct ptid by btotf icitritt 
tichtr in coAOtccion wich covtrtd progrtn ttvictt or for til ouc-of-pocktc 
httlch ctrt Mptnttt. Tht Htdictrt progrtn icttlf chtrtfort conctint no 
ctc«icrophic covtrtgt provitiont* 

Tht cottbintcion of cotc-tharing chargtt for covtrtd Htdictrt ttrvictt 
coupl«d wich ch^ poctncitl for high ouc-of-pockcc ptyMtnct for uncovtrtd 
$trvictt htt ltd ch« Mjoricy of Htdictrt btntficitritt co purchttt privtct 
inturtnct covtrtgt (to*ctlltd Mtdigtp covtrtgt) co tuppltatnc cht progrt«*t 
btn«fic ptck«gt. Tht principtl proctccion offtrtd by cht atjoricy of chttt 
policitt it covtrtgt of Htdictrt *t dtduccibltt tnd cointurtnct chtrgtt* So«t 
Htdigtp policitt covtr t linictd nu«btr of tddiciontl ttrvictt tuch tt 
prttcripcion drugt* Ptw policitt offtr proctccion tgtintc cht cotct of long* 
ctra intcicuciontl ctrt - poctncially cht «otc cotcly ttrvict icta. So«t 
low-inco«t btntficitritt trt tlto covtrtd by Htdictid; howtvtr» atny 
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kiMfieitritt 4o noc b«coM tUtiblt for H*4ieti4 btMfiei uneit tfetr ehty 

kicMM iMclt«iciOMlis«4 tn4 r*4act chtir incoatt and rtteurctt co ch« H«4icti4 

•c«a4«r4 chr^afli cbtir ts^dicurtt on httlch C4rt« * 

Tht tbOMct of MCttcrophic proctccioii» boch for cht tldtrty and eht 
^putaclOA At A «holt» iMt boon cht tubjtcc of conctrti for tovtrtl yo«rt. Tho * 
frttidMC in hit 1M4 fctct of cho Union Httttgt ttkod cho Itcrtctry of cht 
ttH^tMnc of Hotlch tnd Huntn ftrvictt (DMHl) co tsiaint cht ittutt tnd 
tuigttt Kttiblt toluciont. Stcrtctry lovtn tubsiccod cht Dtptrtatnc't rtporc 
to ch« frtti4onc in Novtabtr 19ti which rtco«Mndtd t thtrtd ^ublic/privtct 
•tccor rttpontt. 

Vhilt t nuabtr of ptrtont htvt tuut'ttd choc HodictrtU proctccion ihouU 
bo tsptndtd CO of for ctcttcrophic proctcciont chtrt it no univtrttl tgrtOMnc 
on vhac should bt doncr or it in ftcc tnyching fhould b« dont tc cht ftdtrtl 
Uvtl« ConortUyf cht ctctfcrophic propottlt uhich htvt bttn offtrtd for cht 
Ntdic«rt popultcion would build on cht txitcing ftdtrtl progrM. Ihtrt trt 
b«tic«lly cwo brotd etctgoritf of ctttfcrophic propoitlt for chit popultcion 
(roup. Iht firtc ctC4tory» which includtf cht propoitl ouclintd in cht 
itcrtctry* t Novtibtr 19U ttporc Co cht FrtfidtnCt would pltct tn upptr U«ic 
on bontficitry UtbiUty for Htdictrt dtduccibUt tnd coiniurtnct; ch«ft 
propottlt would tlto tlinlntcc cht durtciontl Uaici on covtrtd hoipictl 
ttrvictt. Undtr chit cypt of propoitl* no ctctfcrophic proctccion would bt 
providod in conntccioo wich uncovtrtd ftrvictt. Affu«int chit covtrtgt wtrt 
infcicuctd on t ntndtcory b«fi«» ic would htvt cStt tfftcc of fprttding cht rifk 
ovtr cht tncirt Htdictrt popultcion. Xc if ttntrtlly tgrttd chtc ic would bt 
rtltcivtly t^fy tnd intxp^nfivt Co tdainitctr. Iht atjor inptcc of chtf 

tpprotch it chtc ic could in Itrgt Mttfurt fuppltnc txtfcint Htdiftp policitt ^ 
off trad by privtct infurtnct coap^nitf. Howtvtr* th»f tpprotch would noc 
tddrttt t Atjor concern of^ cht tldtrly» ntaely cht nttd for proctccion tftintc 
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cM c«tttCff«|liic ff of ItAfttra inttitutioMl c«rt* TIm ••c«i4 brM4 
MM tC tiM CMCt Mmi«t«4 witli MrvicM curr«nlx Mt ctvtr«4 iMi^tr tlM 

rottructiiriM of Um currmt IMictrt ^rHr^s* 

A Auator oC iMMt iMvt r«U«4 vitli r«Mr4 to c«t«ttr«|liic/tsH*^' 
bOMfit ^•^•••U. ThtM inclu4t «tittlMr tht rt4«r«l Mt4ic«r« pfgem sImuU 
bo oltoro4 ttom ito currtAt ocuto cort C*cm»-oii4 iC to bo«t %mi tiM t^ro^* 
^ioto rolo of ^th tht f^hlit oM tiM ^rivott toctort* A koy cooctrn it ho^ • 
ctCtttro^ic/tsH<«4t4 btiitCit ptc^* ^ fintiict^* Oftitnt intliMlt 

incrttftd Hyroll ttstt» incrtttt4 btntficitry ^rtaiuatt hightr cointurtnct 
clurtttt f#4trtl gtiitrtl rtvtnuctt or t coabinttion of thttt* In vitw of tht 
currtot hu^tt dtficit conctmtt it my ht diCficult to tchitvt conttotut on t 
pro^ttl involvinf tdditiontl ftdtrtl outlt/t* 
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St. (frnum twmm 

Zhm IMictrt ftH^wm co.c<ttt qC two |Mrttt tfm Ntt^lttl Ziitur«fK« (r«rc 
A) tr*srM tM tiM Su^^ltMiittry .^Wlctl ZnturMct (Nrt S) ^rogrMi. Th9 Urt 
A KH^'M c*^rt inHtiMt liti^lul Mrvlcct, ^ttHitt^luI tUlltd iNirilns 
ftcllicy (Mr) ttrvUttt ktM htclth ••rvlcti, tn4 hot^lcc ctr«« Vlth tht 
mm^Ua tf km% h%%lth ttrvlcttt tfm l«v ^Uctt tH^^^i*' Haiti on tht 
mmmt oC cov«rtat tbot it tv«iUblt un4tr ooch Wnofit cottgory tnd ia^itt 
^H€iCio4 cttftluriiie clurgtf for tht utt of covtrtd ttrvicti. Covtrtft of 
hotyittl •fd %m ttrvictt it llnktd to tht in4ivi4utl*« htntfit Hrio4. A 
htntflt Hrit4 it 4tf int4 tt btginninf whtn t btntficitry tnttrt t hot^ittl m4 
tntifii vhtn ht or tht htt not bttfi in t hot^ittl or SNf for M 4tyt. 

Stntflcitritii tnrolltd in rtrt S pty • awnChly prtaiiM which it 117.90 ft 
•ouch in tM7« Thi\ ^ogrMi covtrt ^hyticitnt* ttrvictt (inclu4int thott 
^roviM in t Kot^ittl) tn4 t rtngt of ochtr httUh ttrvictt inclu4int 
^ ouc^titnt hotpittl ttrvictt, durthlt atdictl t^uipMnt, Itborttory tni X-rty 
•trvicttt tn4 fhytictl chtrtpy ttrvictt. Tht ^ogrta gtntrtUy covtrt Ut*' fr^ 
ctftt of Cht **rt«tonthlt chtrgt** for tuch ttrvictt tfttr Cht btt)tfiei«ry htt att 
t %n 4t4uctihlt. Tht btntficitry it litblt for cht Mining 20 ptrctnt 
(hnown tt tht cointurtnct). In t4dition» whtrt t phyticitn or onhir psoivi4tr 
4ott not tcct^t **tttigMMnt" (i.t. tgrtt to tcctpt Ht4ictrt*t ^cctrttlnstion of 
tht rtttootblt chtrgt Mount tt ptyMnt in futt for covtrtd ttrvictt }| tht 
btntficitry it litblt for tht difftrtntt bttwttn Kt4ictrt*t rtttootblt chtrft 
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m4 cbt ph]fsiciMi*s sccual chsrtt* (This it toatciMs rtftrrtd Co tt 
tht *'bil«0ct billtd** Mouoc). 

Sm Ttblt 1 for t tuMttry of btntfies undtr Psres K tnd B tnd sssocitctd 
cosc-tbaring chargts* 



Tsblt I* Ntdicsrt: SuMMry of B«ntfics tckd Associtecd 
•tntficitry Cosc-Shtring Cbsrgts, 1987 



Covtrtit 



Mntficitry Piv— nti 



Urt A 

InpACi«fic Hospictl Strvicts «/ 

- Ptr b«ntfic p«riod: 

- - ririt 40 dtys 

- - 61sc - 90th dty 

- 60 liftciat.rtttrv* dtys 

Post**hOflpic«l SMP ttrviccs 

- Pirsc 20 dtys 

- 2Ut - lOOch dty 

Horn httlch strvicts 
Hospict strvicts 



Psrt B 

Physicisns strvicts tnd othtr 
Mdictl strvicts «/ 



$520 dtducciblt b/ 

$130 dtily coinsursnct b/ 

$260 dtily coinsurtnct b/ 



Nont 

$65 dtily cointurtnce b/ 
Nont 

SubjtcC CO durscioiuil limics snd 
coptyiMncs for oucpscitnc drugs snd 
rtspitt ctrt 



1) $75 dtducciblt 

2) ^OX coinsursnct 

3) AAOuncs in tictss of rttsontblt chsrgts 
on unsssigntd clsins (b«lsnct billing) 



t/ Sptcisl liaits tpply with rtsptcc Co inpttitnt strvicts in s 
psychiscric hospittl undtr Psrt A snd ouCpstitnt psychittric physicisn's 
Jtrvicts undtr Ptrt B* Limits srt tlso spplitd to snnutl progrsm psymtnts for 
physicsl thtrspy strvicts providtd by sn indtptndtnt prActitiontr* 

b/ Psrt A dtductiblt tnd coinsursnct «nounts srt incrttstd snnuslly; 
coinsursnct anounts srt ctlculsted ts sptcifitd ptrctnttgts of tht dtductiblt* 
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III* issues 

A. Acuct Cart Focui of Prograa - Covcrm> C<pt if 

Tht orifinil Htdic«re program was dtsigntd co aeec che «cuce healch 
car* nttds of cht elderly. The ecuce cere focui is evidenced in che 
benefit design of che Pare A end Pare B prograa wich ics fairly excensive 
coverage of shorccem hospital stays and in its coverage of a significant 
portion of the costs of physician's services* Nationwide, the progran 
covered $40.5 billion, or 74.8 percent of the costs of hospital services 
for the aged in 1964. These figures reflect the fact that Medicare covers 
almost all aged persons (about 97 percent of thu elderly) and that a very 
small percentage (0.7 percent in 1983) exceed the 60 day hospital limit in 
a benefit period and an even smaller percentage (0.02 percent in 1985) 
exhaust their lifetime reserve days. In addition, the program covered 
$14*3 billion, or 57.8 percent of the costs of physicians services for the 
aged in 1984. 

At the same time the program offers less adequate protection against 
the costs of many other services frequently used by this population group. 
Overall, Medicare covered $58.5 billion — only 48.8 percent of the aged's 
health care costs in 1984. The program's benefit package excludes 



1/ Data in subsection A and D generally are from: Waldo, Daniel and 
Laxenby, Helen. Demographic Characteristics and Health Care Use and 
Expenditures by the Aged in the United States: 1977-1984; in Health Care 
Financing Review, Pall 1984, vol. 6, n. I; Pall 1984. 
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prttcripcioci dnigSf roucint «yt MMinaCioMt tynUssts, hearing «ids, 
dtactt c«r«» dtncuras, «nd aotc prtv«ficivt c«r«* 

Tht Mjor gap in tbt Mtdicart b«otfit pacUgt is eovtrzg* ot wtc 
tong-etni c^n strvicts* ProgrM covtrtgt i« liuctd co shorc-ccn 
poscHiospical scays in SMFs. As t rtsult, H«dic«rt covered only $S39 
Billion, or 2.1 percent of Che nursing hoM coses of Che aged in 19S4* 

Absence of Cetestrophic Protection 2j 

Hedicere's beelch insurance proceccion is further liaiced by che ab* 
•ence of cacascrophic proceccion cicher for all ouc-of pockec healch care 
eipenses or for ouc-of pocket cxpen>es in conneccion wich covered program 
services* The liabilicy for uncovered expenses is discribuced unevenly 
chrougbouc che Medicare populacion, depending on such faccors as age, 
incoae level, incidence of acuce illness, che presence of chronic 
condicions, and ocher insurance coverage* The aajoricy of beneficiaries 
can be especced Co face reasonable expenses in any given year* However, 
for a smU porcion of ch^e populacion chese coses My be viewed as 
excessive and soaeciaes cacascrophic in nacure* 

Cacascrophic aedical coses are broadly defined as large unprediccable 
hsalch care expenses; chese are usually associaced wich a major illness or 
ssrious injury* Two aechods arc coanonly eaployed Co deceraine whether sn 
individual's expenses are cacsscrophic in naCure. The firsc scandard 
■easures cocal expendicures and defines anyching over a specified aoiounc, 
e.g* $2,000 or $4,000 ss cacsscrophic. The second scandard is ased on 
expendicures chtc are large relacive Co an individua *s income, e.g. 



2/ The daca in this seccion sre from Che DeparCmenc*s ReporC co Che 
Presidenc, Cacascrophic Illness Expenses, November 1986* 
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•zpcnitt ov«r 5 p«rc«fic or 10 ptrctae of iocoat* Tht Otp#rt«tnt of Btalch 
md Wnmn Mnrictf fMlf chac « coabioaeioo of choft Mchodi ii 
cpyropriact* A Uirashold mkhwC if tfCablifhtd btlow which no txpcnft 
ttvtt if coofidtr«4 c«CtfCrophic rtffrdltff of incoac; « p«rccnC«fc of 
incOM fifurt if chtn addtd co ch«c iMunc Co yield tht chrtf hold above 
which «ip«odicuref are coofidered cecaf trophic* Ufing varying thrcfhoUf 
and ptrcenuge of incoat figuref , the Dcpartaent eftiaated that the 
incidence of aged ptraonf with cataatrophic out<*of*pochet espanditurea 
(i*e* azpeoditurea not act by other public or private aourcea) rangea froa 
0*9 to 2*1 sill ion peraona, or 3*4 percent to $ parctnt of the aged* (Thia 
ia coaaiderably higher than the 1*5 percent ~ 3*4 percent recorded for the 
general population)* 

A portion of theae out-of-pocket expcnaea are for Hedicare coat 
aharing chargea and charges above Medicare's reasonable charge asnunt« on 
unaaaigned clainr for physicians' services* The Health Care financing 
Ad inistration'a Office of the Actuary has estiaated the diatribution of 
net beneficiary liabilities in connection with covered Hedicare aervices* 
(These figures undcrestiaate liabilites since they do not include expenses 
for uncovered services, for exsjiple SMP services in excess of the 100 day 
lisitation* Also, the figures do not include offsets for amounts paid by 
private health insurance policies* Therefore these figures do not 
represent actual out^C-pocket liabilities in connection with Hedicare 
services*) Zn 19S3» 2*8 Million, or 10*3 percent of beneficiaries had 
annual liabilities of $1,000 or more; these accounted Cor S4*2 percent of 
the total $10*3 billion in such liabilities* A subgroup of this 
population, beneficiaries with $2,000 or more in liabilites, accounted Cor 
600,000 or 3*1 percent of total beneficiaries snd 28*2 percent of total 
liabilities* Bcnef iciairies with the highest Uabilitiei, namely $5,000 
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or ovtr* «ccouQC«d for 100»000 ptrtont— or 0.4 ptrctoc of eht btntficiary 
popul«tioii. 

Tutncy-tiglit ptrctnc of Uabilieits «rt in conneccion wich Pare A 
•trviccs and 72 ptrctnc in conntccion wich p«rc B strviccs. The dis- 
Cribucion of such liabilicits is «s foUowt: hospic«l dcduccible - 21.7 
ptrcenc; hospical coinsuranct - 4*6 ptrctnc; SNF coinsurtncc - 1.7 ptr- 
ctnc; Ptrc I dtducciblt - U.3 ptrctnc; Ptrc B coins urtnct 35* S ' -r- 
ctnc; tnd chtrgts abovt rttsontblt chtrgt taounc on untssigntd cUiois - 
22 .2 ptrctnc. 

C. Ochtr Third -Ptcv Covtrttt 

Tht coabintcion of cosc-sharing chtrgts for covtrtd Htdictrt strvicts 
coupltd wich cht poCtncial for high ouc-of-pocktc ptyatncs for uncovtrtd 
strvicts has ltd Cht aajoricy of Mtdicart btntficiarits co purchast 
privact insuranct covtragt Co suppltatnc cht program's btntfic packagt. 
This proctccion, frtqutncly rtftrrtd Co as Htdigap covtragt, is purchastd 
by an tsciaactd 65 ptrctnc of Htdicart tnroUtts* Thtrt it considtrablt 
variacion in Cht covtragt offtrtd undtr various Htdigap policits. Tht 
principal proctccion offtrtd by cht aajoricy of chtst policits is covtragt 
of Htdicart* s dtducciblts and coinsuranct chargts. Hany policits also 
providt proctccion againsc cht coses of hospical scays txcttdlng 
Htdicart** covtragt liaics; howtvtr* ftw policits covtr chargts abovt 
Htdicart*s rtasonatlt chargt anounc on unassigntd claims for physicians' 
strvicts. Boat Htdigap policits covtr a liaictd nuabcr of addicional 
strvicts such as prtscripcion drugs. Ptw policits of ftr proCtcCion 
againsc cht coses of long*eem inscicucional cart * poctncially cht nose 
coscly strvict icta. Thus, despict eht face chac a btntficiary nay havt 
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purch«t«4 OQt or »ort privtct poUcitt ht or tht My noc htvt ad^quacc 
ioturMict proCMCioA for chc full rtoft of atdictl tipanttt. 

In 19I0> tht Congrttt MMndad tht Social Stcurity Act to provUt 
•ttndtrit for policitt Mrktttd tt Htdi|tp inturtnct. Thttt tatndMntt, 
known at tht Itucut f tnd« t ntt» incorportted by rtftrtnct tht Ntdigtp 
tttadtrdtf containtd in a aodtl r«gulttory prosrtM dtvtloptd by tht 
Nttiootl Attocitnion of Inturtnct CoMiittiontrt (llAIC). If t Stttt hat 
adopttd Itvt and/or rtgulttiont tt Itttt tt ttrinttnt tt thott of tht 
MAlOy policitt rtgulattd by tht Statt art dttatd to Mtt Ptdtral 
rtquirtatntt. Currtntly 46 Sttttt, tht Dittrict o£ Coluabit, and Putrto 
tico Bttt thttt rtquirtatntt. 

Soat loif-incoac btntf icitrits art alio rovtrtd by Htdictid (tht 
Ptdtrtl*Statt httlth ctrt prograa for ctrttin low-incoat individualt 
including tht tgtd and tht ditabltd). About 13 ptrctnt of tgtd Htdictrt 
btntficitrits havt tuch prottction. Htdictid gontrally pickt up tht cott 
shtring chtrgtt on bth«lf of thttt dual tligibltt. However, tht primary 
Htdictid btntfitt uttd by tht dual tligibltt trt long^ttrni ctrt strvictt 
tithtr thott providtd in SNFt or in inttrmtdittt ctrt facilititt (iCFt). 
In fact, Btny btntf iciaritt do not btcomt tligiblt for Htdictid btncfitt 
uitil afttr thty btcoat inttitutiontliztd and rtduct thtir incomtt and 
rttourctt to tht Htdictid fitandtrdt through txptnditurtt on httlth ctrt. 

Approsintttly 20 ptrctnt of tht Htdictrt population hat no other 
health inturtnct covtragt. According to DHHS, thit figurt includtt ovtr 
nillion poor and tlx million near-poor elderly not covtrtd by Htdictid. 
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D* (ht t«>of«>Pock<t P<ytntt > 

In 19I4» CQUl ptr capiu iptndins by cht «ia<I for hc«lch c«r« v«t 
|4»202. Of Chit MOunCy $1,059 (or 25. 2 ptrctnc of cha cocal) rtprtttnud 
ouc-of-po€k«c p«yMnct by ch« al(Urly» chat it ptyatntt not ate by chird- 
party payaant tourcat tuch at govamaanc prograat or privaca intu'ranca. 
Thata ouc-af-pockac figurat do noc include cha addidonal Mounct tpaoc by 
tha aldarly for payaanc of Pare B praMiuM ($l7.90/aMoCh in 1987) or 
privaca inturanca praaiuM. lhata figurat ara avaragat and aay ha hlghar 
or lowar for individual banaficiariat dapanding on individual circMtCan- 
cat. 

OuC-of*pockac payaantt hava daclinad at a parcancaga of Cocal haalch 
payaanct tinea cha iricaption of Hadictrc (dropping froa 53.2 parcatiC in 
1966 to 25.2 parcenc in 1984). Hcwavari aaan ouc*of-pockac payaanct 
(including inturanca prcaiumt) at a parcancaga of aaan incoaa it atciaacad 
Co ba Cha taaa at chac racordad prior Co cha tcarc of cha prograa - 15 
parcanc in boch 1966 and 1984. 

Tha nocably aharp incraata in cha Pare A daduccibla in cha pate tav* 
eral yaart hat focutad incraatad accencion on beasficiary paymanct. The 
daduccibla rota froa $356 1984 Co $400 in 1985 (12.4 parcenc rite)» 
and CO $492 in 1986 (23 parcanc rite). In Che abtence of any legitlaciva 
change » cha figure would have increafed Co $572 tr. 1987 (a 16.3 parcenc 
rite). Hcwaver, che Oanibut Budgec Reconc iliac ion AcC of 1986 
(P.L. 99 - 509) tac che 1987 deduccible ac $520; furcher^ ic revited Che 
calculation of che deduccible so chac fuCure increatet will be more mod- 
erace. 
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P f 0 | fphic chABSts cQupltd wich MdicAl advADCts Art fosctring 
incrAAsini d«Mndt on thn h«<.lch tyscts* Iht Agtd pQpuUciQn is in- 
crMting boch in nuabtri tnd ai t p.*oporcion of cht popuUcion as a uholt* 
Iht lurttu of cht Ctniui rtporci cImc froa l970 co 1984» cht nuabtr of 
ptnont AStd 6S and oldtr rost fron 20«1 million tnd 9*8 ptretnc of cht 
popultcion CO 2S«0 nillion tnd U«9 ptretnc of cht popultcion* 

Lift tsptcctncy ii tlio incrttiing* Ptrioni Curning tgt 6) in 1984 
could txptcc CO livt an tddiciontl 16«8 ytAri, Mort Chan cwo yttri longtr 
Chan vhtn Htdicart btgan* Of parcicultr iaporctnet co cht htalch etrt 
•yitta if ch« incrttiing nuabtr of cht "oldtic old*\ i«t« ptrion ovtr tgt 
8}« Thtit ptrioni art nort liktly Co txparitnet soat foni of funecional 
iapairMnc* In 1984 » 18*7 ptretnc of chii agt group wtrt inicicucional* 
ittd coMpartd wich XA ptretnc of chost tgtd 6S-69« 

lA I9tk, cht Mdian incooit of faniliti httdtd by ptrioni 65 or oldtr 
wai $18f2lS; cht mtdian incoat of an unrtlactd individual in cht laat agt 
group wti |7f296« (Ihtrt wtrt 9*8 Million lueh faailiti and 7«3 nillioni 
luch unrtlactd individuali*) Ihii co«parti Co $24,433 for all familiti 
and $llf204 for all unrtltctd individuali* Daca from cht 1980 Ctniui of 
Population tnd Uouiing ihow chac cht caih incoat of cht tldtrly ii lowtr 
in tach oldtr agt group* Harritd couplti wich a htad a|td 6S**69 had 
flMdian incoati of $18»400, coapartd co $ll»200 for choit 85 ^nd ovtr. Htn 
tgtd 65 CO 69 and living alont had nediar. incoati cf $8|2009 whxlt choit 
8S and ovtr had inconei of $6|000; Cht comparablt figurti for woman living 
tlont wtrt $6»800 tnd $S,200| rtsptccivtly* 
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Tht progrM Qfftrt litclt proccccion for cht coses of nursing hoM 
and cusco4i«l etrt serviets rtquir«4 by ehroniuilly ill ptrsons.ovtr %n 
tsctn4«4 tim ptriodt Tht rangt oC conditions which My rtsulc in cht 
Mtd for long-ctni ctrt strvicts is txCtnsivtf Mny of cht condicions trt 
difficulc CO trttc Mdictlly txctpc co Minctin cht sctcus quo of cht 
ptcioat* OtMncity cht chronica ofctn progrtssivt loss of inctlltccual 
funcion» is also t aajor caust of distbilicy frtqutncly ntctssictcing 
long* ctra inscicucional cart. Ovtr half and ptrhaps ts aany as 70 ptrctnc 
of pttitncs wich dtMncia havt AUhtia«r*s distast, a chronic progrtssivt 
nturologic dtgtntracion of unknown caust* 

Financing of possiblt sctys in nursing hosts is ont of cht «osc prts- 
sing httlch-rtlactd conctrns of cht tldtrly. Htdicart covtrtd only 2 par* 
ctnc of cht nursing hoat tsptnsts of cht tldtrly in 1984. Tht Ftdtral- 
Stact Ntdictid prograa picktd up an addicional 42 ptrctnc. Six ptrctnc 
cast froa a coabinacion of ochtr govtrnatnc and privace sourcts wich only 
1 ptrctnc paid for by insurtnct. Pifcy ptrctnc of all nursing hoM tsptn- 
dicurts for cht tldtrly wtrt ptid fqr ouC-of*pocktC. Hany of cht tUcrl}' 
purchasing Htdigap proccccion trt noc awart chac chair poUcits do noc 'ja 
ftcc offtr chis proctccion. 

Individuals ctn only gain covtragt undtr Htdicaid afctr chty have 
rtductd chtir incoats and rtsources Co cht Scact*tscablished eligibilicy 
Uvtls. Hany tldtrly drtad the prospecc of inpovtrishing thcnselves Co 
chtst wclftrt Itvels. However, since chtra is linictd coverage of long- 
can cart strvicts undtr tither public prograas or nose privace insurance 
policitsi Ktdicaid is by dtfaulc cht priaary source of chird-parcy fi- 
nancing of long-cam cart strvicts. Ac rht ssat ciat thtre is a growing 
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coMtra tlMC M#4lcti4 is •ovUt tpwtri t lottg-ttni csrt ptogrtm for tht 
•l^rljft mmf ot wboa ««rt prtviouily mi4iU Ucom. Itiis rtists 
^•itiooi with rtsp«ct to tht co«Mti<*t doMods of othtr populition 
grouHt AMNly tbt loir-iiicoat iioiircldtrly» for Uaitod rtiourcos. 
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IV* CATAmOMlIC MgALTM litSUItAilCl HOWULI fOt TMI ACt ^ 

C«t<tcrorliie iMtlth iniuraact eovtr«t«f tichtr fpr cht ^pluUcion «• 
a wholt» or jute for cbc MadicartMligiblt popuUcion, it likely co b« «n 
ittut in th« lOOch CoQgrttt. Thit it noc a n«v ittut for ch« Congr«tt« 
Tht abi«iic« of a4«^uact cacatcrophic proctccion for carcain ttSMnct of 
cha popul *ion hat batn a aubjacc of coocarn for a iiMbar of yaart, and 
Congratt at baan atkad co contidar a broad ranga of opciont to addratt 
cha problaai. Uhila propotalt ara likaly co b« advancad vhich daal wich 
cha population at a uhola» cha priaary focut of contidaracion chit 
Congratt will probably ba aodificaciont co cha Hadicara progran. Uhila a 
auMbar of partont hava tuggatcad chac Hadicara*t procaccion thould ba 
azpandad to of far cacatcrophic prowaccion, chara it no univartal agraaaanc 
on whac thould ba dona» or if in face anyching thould ba dona ac cha 
fadaral laval* 

Canarally» cha cacatcrophic propotalt which hava baan of farad for cha 
Nedicara populacion would build on cha axitcing Fadaral progran* Thara 
ara batically cwo broad cacagoriat of cautcrophic propotalt for chit 
populacion group* Tha firtc cacagory would placa an uppar linic on 
baaaficiary UabiUcy for Medicare deducciblat and cointurance; chatc 
propotalt would alto alininace che duracional linict on covarad hotpical 
tarvicat* Undar chit Cype of propotalt no cacatcrophic procaccion would 
ba providad in connaccion wich uncovarad tarvicat* Attuning chit covaraga 
wara intcicucad on a aundacory bat it » ic would have cha affacc of 
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wpnUint cht rlik ovtr cht «ncirt H«4ictrt HP«iUciOQ« le ii ttntrtUjr 
ifrttA cImc Ic ftmtli h% rtltcivtly ttiy ^nd U«ip«iitivt cq tiainitctr* 
Hm Mj«r impact 9f thit t^prQtch it clut ic couU in Itrgt Mtturt 
MptUiit tsitciat NtdiMP policitt otUfi by privtct inturtnct cQitp«nitt« 
ilOMVtrt chii tpprMch would noc tddrtii ch« Major cocttcrophic conctrn of 
cht tldtrlyt ntmly cht nood for proctccion tgtinic tht cotct of long*ctra 
intciciicional ctrt* 

tht tocofid broAd ctctfory of etcticrophie covtrtft would tcctapc co 
trovidt rrocMcion •gtinnt toat of cho cosct tttocitctd uitU ttrvicti 
curroncly noc covtrtd undtr cht Htdictrt progria (for txtaplt prtfcripcion 
dru|t)« SoM» chough noc tilt of chttt propottlt would includt long-ctr« 
cart txpoodictirtt in cho bontfic ptclugt* Stvtrtl propottlt vould coabint 
«xptnd«4l proctccion wich « rttcruccuring of cht currtnc Htdictrt progrta* 

A ounbtr of ittutt h«vt boon rtittd wich rtgtrd co ctcttcrophic/ 
•sptnd«d btntfic propottlt. Thott vho trt tgtintc txptnding cht ftdtrtl 
rolt noct chAC cht Mjoricjr of Htdictrt btotficitritt htvt tuppltatnctry 

covtrngt* priMriljr chrough Htdigtp policitt* Thty tuggttc chtc tfforct 

V 

•hould bt Mdt CO oxpond rtchtr chtn tuppltnc tbt rolt of cht privtct 
ttccor* furchtr chty fttl chtc ic it intppropritct co bt contidtring 
•xptndt4 Htdictrt covtrtgt boch in lighc of cht ovtrtll ftdtrtl dtficlc 
«nd cht i«ptn4ing intolvr^cy oi cht Ptrc A crutc fund (currtncly tltctd 
for cht Itct IMOt). 

Thott who ftvor txptnding cht Ftdtrtl rolt in chit trtt do to for 
ttvtrtl rtttont* Utty tuggttc chtc chtrt trt gtpt in httUh ctrt covtrtgt 
of cht tldtrly chtc trt i. currtncly bting tddrttttd; chit it ptrcicu* 
Itrly to for cht 20 ptrctnc of cht Htdictrt popultcion chtc htt no 
tu(>pltMnctry covtrtgt* Thty noct chtc tn td«inijcracivt tcruccurt it 
tlrttdy in pltct co iapltatnc tn txptndtd btntfic* Ihott ftvoring t 
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■o4««t at^aioo in CQv«r«i«» MMly jute ^iMisg m u^r U«ie on OMt<* 
•C-Hctu?t H|M«c« Cor N«4ic«r« 4«4ttCtibU« «a4 c«iii«ur«iic«» autgaac tbac 

* Uii« MNAaiM c«a W •chitvttf with oo •44itUMl co«c co cha F«4«r«l 
t^vtrMtnt %ni «mU ^r«4iccakU incMMM im WfttCiciary p%ymnf* They 

* Ciirtbtr augtMt clue ^aficiaiaa wouU in May c«Ma piy autecanciaUy 
IcM cb«n «hac ctey ara currMCly Hyiat Cor coanr'^l* miig^p covoraga. 
TIkoaa Cavoring a aora axHA'iv* Fa^aral roU CmI it ia a^^repric^a co 
roapoci4 CO cbt aiitcing covtraga ga^i?^ H'ticularly c9v«raga oC losg*tani 
cart aiftfvicaa» at cha natioaal laval. 

A hay concam it how a cacaicro^ic/aiMB^^ h«MCi( ^ckaga «fouU h« 
CiMnco4. Optiona inclu4a incraaia^ Myr^^^ CMaa, inct««a«4 WnaCiciary 
^ra«iuaa» highar cointuranca ckargaa» radaral ganaral rav«fiuai» or a 
coabinacion of chOM. In viow of cha curr«ot hu4gac daCicit conctmi* ic 
My ho 4iCCicuU CO achiava conitniua on a propOMl involving «d4icional 
fadaral ouclaya* 

Tha following laccioiif ouclica cha Mjor cacaacrophic propoiali which 
h«v« haoa oifarad ovir ch« paic lavaral yaara* Ihay art followtd by a 
chare which tuaMritat ch« Major Hadicara proviaiona of four of chatt 
propotala* 

Sacracary lowan't taporc co cha Prfidanc (Novaabcr 1966) 

In hia Pabruary I9t4 SCaca of ch« Union Naffaga» cha Praiidtnc aikcd 
cha Sacracary of nMUS Co axanina cha liiua of cacaicrophic procaccion for 
all aga groups (noc juic for tha Hadicart oopulacion) and raporc racoMcn* 
daciont CO hi« by cha and of cha yaar* Tha Sacracary appoincad a Privaca/ 

* Public Saccor Adviiory CoMtctaa on Cacascrophic Illnatt to attitc hia in 
tha aaaaination of tha iiiuai* That CoMittaa raportad to tha Sacratary 
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U'Ay|MC IfM •iicUniiii tiM flitf •fciMi iUic^eliit its tu^pon tw 

teHtt«i»t*t Mh^c t« tilt Prtti4«iiCt **C«cttcr«pliic IlliiMt liHn«*«**t 
ltov«Hb«r XfM. TlUt r«Hrc i4«iicifit4 clir«t atj^r ci fo utt clic 
MUtCMpliic ctv«r«it fr*blM» iiaMly, •t%f ffttofklc pr^cvctlM £or 
Um •X4*tlff lm$r^9VM ctrt Koctccito •Utniacivtt; %m4 fftffhic 
fC*t«cciMi C«r cIm gtMrtl tOMl*ti«fi. Ic i4«ACifU4 tlit f^Xicf •fliw 
Ut Mcli C Mnm ut pr«Mnc«4 prtC«rtt4 •UtrMcivtt. 

•11 fere A m4 ftrc I 4«4ycci'vUt «o4 coiMur«M#. f«rc A c«iMur«Act 
muii r«atv«4 chc suImb nuator of bMpiccl 4«(iuctikUt vouU km 
MC AC CM yMr. Cactttrofliic cOv«'«tt wi « 12^000 MiMtl li«ic on 
MttccibUt tmi cointuranct vouU r«^uir« m tMicional MiuMt pmaiua •£ 
159. HiU CMC» i.t. |4.92/aoiitb vouU b« •44*4 co ch« F«n • prt^m. 
TIm taMfic weuU Cully C(m4«4 by tKt prtaiua •ni b« in4«M4 MiHitlly. 

Tht ttporc indioittd thtt this pro^ttl vouU tprMd ch« cose of 
MCMCro^ic proctccioA MroM tht bontficitry ^puUcion «Aic)i ^)xh<MO 
Nrc • covor«tt (ovtr fS H^c^At of ftn A bontf icitirto purchtM fart • 
procMcioa). HiniMl ovtrh««4 wmU bo involvo^ tii4 no txHAoion of 
tovorAMAC byroAucrocy wouU bt rtquiro4. tht tt^rt in4ictco4 ch«c c<it 
proyootl iiouU b€ ftvorcd by tho oUtrly for oovtrtl ro«oono including 
choir foich in cho Modicoro procroa ictolf oa4 cbo ftcc chac cho incrooto4 
proaiu«« oro boch buigoCobU ond prodicccblo. Tht topcrc oUo tcocod choc 
prlvoco Inouroro would concinuo co hovo o rolo wich rttpccc co cht 
Hodicoro populocion. 

tthilo cho toporc rocoMondod choc chc cxpondtd covtrogt bo financed 
chroufh on occuoriolly oound prtni(«» ic oloo offorod cwo olcomocivo 
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(cheughy ic tttet^y Uii prtftrtblt) r«coMMiidttiooi. Out propoMl «Muld 
MtcnaccoM Ntdic«rt Co providt MCtttrophic prottccion wich incrttt«d 
coct tlMriiif rtltc«4 Co incoat. Th% ttcood propottl would providt for 
•och rctcucturing uortltctd Co incest, loch propoMlt would thifc progrM 
cov«rc|ft cuiy from inicitl hMlch c«r« cotct Co pt/ for tscrwMly high 
Mnutl cotcc. Th« tcporc ooctd chtc chtrt wcrt ttvtrtl ways tuch c pl«n 
could U dctigiMd. U prtttnctd tn tSM^ilt of chc incrttttd cointur«ncc 
chtc would bt rtquirtd (tttuaing t ptyMnc' tcruccurt unrtltctd Co incoat) 
for t pltn Uaicing ouc*of*pocktC tiptnttt Co $2,000 tnd pltcing t lUic 
o£ ewe hotpictl dtduccibltt ptr yttr. Tht rtquitict ^ ^inturtnct would bt 
$10 ptr dty for dtyt 2 • II of inptcitnc honpictl ctrt (currtncly noC 
•ubjtct Co cointurtnct); SMF colniurtnct of 10 ptrctnc of cht tvtrtgt 
dtlly cott of ctrt for up Co 100 dtyi of ctrt (currtncly cht coiniurtnct 
ic ont*tighCh of cht inptcitnc hotpictl dtducciblt for dtyi 21 - 100); 
how httlch coiriturtnct of 10 ptrctnc of cht tvtrtgt viiic coiC for up Co 
100 vitict (currtncly no coinfurtnct if inpoitd); tnd tn incrttst in Cht 
Ptrc B dtducciblt froa $7S Co $170. If cht coinfurtnct tnounci wtrt 
incoM-rtltctdf hightr coinfurtnct chtrgtf would bt rtquirtd for hightr 
incow btntficitritf Co offftC tny rtduccion for lowtr incomt 
btntficitritf . 

In prtftncing cht tlctrntcivtf cht Rtporc nottd chtc ic would. tpresd 
cht ccfC ovtr all btntficitritf noC jufC Ptrc B btntf icitirtf . Howtvtr, ic 
noctd cht Min wttkntff wtf chtc cht cofC would bt bornt only by cht uftrf 
of httlch ftrvictf tnd cherefort would bt t ctx on cht cofC of illnesf . 
T^t R'Jporc dotf noC mencion chtV chtft tlctrntcivtf would liktly be vitwtd 
tf t rtduccion rtcher chtn tn tx pens ion in btntf icf. 



; 55 



52 



as-22 



Tbm Uporc aIso txuuMd long ctn c«rt proetceioo «Utroscivts« A 
tiaic«4 r«4tral roU is propostd in thit arta. Specific rtcoMMndACions 
includtd in eh* Itporc vtrt at foUovt: 

— Tht fcdtrsl govtroMnC should work vich Che privaco stccor Co 
•4uc«C0 Cho public abouc Cho riskt»coscs» «nd fioAncing opciont 
«vail«blo for loog-com cart as vtll «s cho liaiCACioos of 
covtr«go undor Nodic«ro «nd Hodigap* 

— iho fodoral govtmasnc should cocourAgo porsoool savings for 
long con coro chrough o Cox^fovorod lodividuol Nodicol Accounc 
(IIU>. 

— Iho privoco aarkoc for long-corn coro insuronco shouXd bo 
oncourogod in sovcrol woys including o SO porcooc rofundoblo Cu 
crodic for loog-com coro Insuroncc purchosod by porsons SS or 
oldor* 

Iho Podcrol govoroaonc should soc on oxoaplo for pri ;oCc 
Mployors by offoring caployco-poid long ccni coro group 
insuronco os on opcion undor cho Podorol Eaployoos Ucolch 
Bonofic Progroa* * 

In oddicion» Cho roporc considered opcions for incroosing Che 

ovsilobilicy of ocuco coro coCoscrophic heolch insuronco for Che non'~ 

oldorly popuUcion* As wich ics recomBondoCions regarding long-Cora core, 

Cho Aeporc proposed linicod Poderol involveaenC. The Reporc included four 

specific proposals in chis oreo: 

Scocos should roquiro all eaployors who offer healch 
insuronco covoroge co choir ooployoes CO offer a 
caCascrophic covcrago opcion* 

— Pull Cox deduccions should be excended for healch 
insuronco Co Che self-e«ployed ond unincorpcraCed 
businossost as long as Che coverage includes 
caCascrophic expenses* 

— SCaces should fora risk pools Co subsidize insurance for 
Chose whose aodical condicion makes ic iapossible or 
prohibicivoly expensive Co geC caCascrophic insurance* 

— SCaCe innovacion ond iniciacive should be encouraged in 
such areas as loan guaranCees* high-deduccible 
cscascrophic healch insurance requireowntJ for mocor 
vahicle rogiscrncions, and in grescer flexibilicy in 
■onaging SCaCe Hodicoid prograas* 
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Uattm •ill OUrch IMS) 

Thm KMlch Cart CaCMCrophic Loff Prtvtncion Acc of 198S, S« S69» ' 



Iit4ic«r« covtrtd itrvicta* ihii bill crMCti ttparact liaics uadtr Pare A 
•ad Pare Tb« addicional bcnt£ics arc £ully £ioancad by stparacc 
btMficiary praaiuaa uodtr each pare* 

Undtr Pare A, a cacaicrophic **cap** on ouc^f-pockcc tipaniai ii 
crMCad Uirough a rcicruccuring of Fsrc A btocfici and coiniuranct 
obligaciooi* Ho actual dollar cap ia ipccifitd* The Act would providt 
unliaicad covtragt for inpacicnc hoipical cart* Tbt currtnc coiniuranct 
charsti for inpaCicnC dayi over 60 in a bencfic ptriod would be 
tliainac«d» ai would bt Che liaici on inpacitnc covtragt under chc lift* 
cist reitrvt day proviiioni* Bcntficiary coic-iharing for inpacicnc care 
wculd bt liaictd to Cht inpacienc hospical deducciblc and Chii deducciblt 
uould noc apply Co acre Chan cwo spell a of i Until per year* The Acc 
uould alio tapand Medicare coverage of care in a ikilled nuriing facilicy 
(SUP) fro« 100 CO ISO dtyi per bentfic ptriod* The daily coiniurance for 
SUP lervicei would alio bt rticruccured* Currtncly* btntf iciariei are 
liablt for a daily coiniutranctt e^ual co one*eighch of che inpacienc 
boipical deduccible* afcer 20 dayi of SMF care* Thii propoial would lec 
che aaounc of cht daily coiniuranct Co IS ptrctnc of che average per dies 
coic for poic-hoipical tacended care itrvicti wichin Che region* in 
addicion» Che daily coiniurance aaounc would bt due for each of che fine 
10 dayi of SNF care* racher Chan for dayi afcer 20* 

The addicional Pare A benefi«.i would be fully financed by beneficiary 
prcfliiuiii* Colleccion of chii premiun would be on a none hi y baiii in che 
laae aanner ai che Pare B pre«iu« ii currenely collecced* If a 



«iould tiCAbliih liaiei on beotficiariti 



* ouc-of-pocktc taptniti for 
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taMfictAry h^i iaturaactt froa othtr •ourctt, «t ao cott'<tucli «• through 
c nttTM te«lth b«tttlit ^Ub) o£ grMtar Pr tqual valuty th« individual 
cottld waiv* XkM additional bantfitt and not ba raqui««d to pay tba Part A 
praftiwi. Kscapt for thaaa iniividMaU* participation in tha Part A 
coapooaat of thia plan would ba aaodatory. 

Undar Part •« S. 549 iMuld craata an axplicit cap on daductibla and 
coinauraaca Mount a for covarad aarvicaa of 11,000 par calaodar yaar 
(19M). tba laval of tha cap «Muld ba adjuatad in aubaaquant yaara 
according to tha Hadicara Cconoaic lodax (HEX). Tha cataatrophic banafit 
uadar Part i would ba an optional banafit. Thia banafit would ba fully 
finaacad by a Mparataly idtn^if iad banaficiary praaiua, payabla by Part 1 
anrollaaa alactiag tha covar^gc* 

Uhila tha bill did not diractly addraaa tba iaauaa of cataa.rophic 
haalth cara coata for long*ttra care ocrvicaa, it would catabliah a 
Coaaiaaioii on Long-tara Care Scrvicca. Thia Coaaiaaion, appointed by tha 
Secretary of Health and Huaan Servicea, would conduct a atudy of how tha 
Hedicare prograa sight batter provide protection againat tha cataatrophic 
coata of long*ten care* 

C. Durenbarter Bill (May 196S) 

The **]iealth Equity and Fairnesa Act of 196$/* S. 1211, introduced by 
Senator Durenb^rgee, would include cataatrophic protection proviaioni in 
its three*part -opotal on haalth iniurance coverage for tha working 
population* Firat, thia bill would aacnd tha Internal Kevenue Code to 
piece a liait on en eaployar'a contribution toward a health benefit plan 
which could be excluded froa an indiviri:ial*i groii incoac* Tha liait or 
**tajt cap** above which eaployer paid preaiuae would be uxable for 
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ia4ividu«ls would bt $100 ptr aoikth for «n Mployoc with tiotlc covtrtgt 
m4 1250 9«r Mith for an mpl^y— wich fMtly covtr«t«« Thit tUL ctp 
wottl4 bt «4joit«4 «aiiu«llr to rtfltct chADftt for inflttion, 

Stcondy the bill would wend tht In to rati tovoouo Codo to provido o 
d«dttctioii for poyMott to o quolifiod hcolth booofitt plon by individuolt 
not covtrod ucdor an o^loyor provided hoolth plon <tho oolf-oaployod ond 
uoMployod). Tho doduction could bo tokon for prouM poyMnto bo low t ho 
Us cop of $100 por Bonth for on individual ond $250 for o fMily. Tho 
doduction would bo oUowod only for quolifiod hoalth bonofita plona. 
1h«oo plons would bo roquircd to covor phyaician and hoapitol inpotiont 
and outpationt torvicoa. Thoy could not provido oxcluaiona or 
roatrictiont on covoraga baaed upon prior Mdical condition. Thoy would 
olao bo roquirod to provido cataatropbic caponto protection againat out- 
of-pockot Mdical oxpcnaaa in oxccaa of $3, 500, After the oaponoo of 
$3,S00» tho plan «iould bo required to pay 100 percent of otherwiae 
ellowable phyaician and hoapitel inpotiont and outpatient hoapitel 
•orvicot during o yeor. Qualified plena would bo prohibited froa 
cancolling covorogo for any reaaon baaod on the atetua or action of the 
covered individuela> other than non-payment of preaitaa. 

Pinal ly» the bill would require osployera who have over 2S onployeea 
and who provide benefit plana to include in thoae plana the cateatrophic 
covorogo described obove. The cateatrophic expenae protection would bo 
triggered efter an oaponditure of $3,500 end would be effective for tho 
colender year in which it wea triggered. In eddition, the enployer would 
be required to provide on individual or family which loaea eligibility for 
:overogo by that e«ployer*a group the option to continue covorogo by the 
grou^ for ot loaat 1 yeor. Eligibility for continued covorogo would bo 
ovoiloblo to poraona who loae ncaborahip in en ooployaent group due to 
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cccainccion of taployMnc» deach of cht tubtcribofv oivorct froa cho 
•ubocribofr or loti o£ d«ptnd«nc tCftCut b«c«utc of %%% or loss of scudMC 
scccus. Thm subscribe.' could b« chcrgod prta^uM during chis ptriod* buc 
the prMiua could noc exceed 110 percent of Che eppliceble group rece* 

0* Dole/Denforth/Doaenici Bill (Kerch 1979) 

The **Cecescrophic Ueelch Insureoce end Hedicere laprovcaencs Acc of 
I979r** S* 748r introduced by Senecors Dole/ Denforch, end Ooaenici would 
creece e necionel syscea of cecescrophic heelch insurance proceccioo besed 
CO chrce epproechest (l) eaending che Hedicere progrea co excend 
cecescrophic proceccion co Hedicere beneficieries; (2) requiring eaployers 
CO of for cecescrophic heelch insurance coverege Co full*ciiit employers; 
end (3) esceblishing e residual aarkeC cecescrophic heelch insurence 
prograa for chose t#ich no ochcr cecescrophic coverage* In eddiciont Scecc 
Nediceid progress would be required eicher co offer Medicaid beneficieries 
cecescrophic coverege equal co chac of che residual plan or co buy inco 
Che residuel plsn* 

Wich regerd CO Hedicere Pare A benefice, che bill would delece che 
liaicecion on che nuaber of hospicel deys covered and eliainece ell 
copayaenc requircmencsr hue would recein che dcduccible for hospicel cere* 
The bill would eliainaca copeyMnC requireaencs for SMF cere end make 
cerceic ocher changes enecced inco lew in i960 wich regerd co increasing 
che ptriod. during which Hed'cerc beneficieries could encer end rcenccr e 
SMF efcer discherge froa e hospicel* The bill elso conceincd provisions 
which would liberelise cercein rcquireaencs for Hedicerc*s hoac heelch 
benefiCp soae of which were enecced inco lew in 1960* In a:ldiciont che 
bill proposed Co increese coverege of oucpecicnc psychiecric benefice* 
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Cacatcrophic covtraga Cor Part B aarvicaa vould b» Criggarad iih«i a 
NadicAre ^•ficUry hU incurrad aadical axptQiaa of $S»000 in a year Cor 
covcrad Mrvicait or had aptnc an aaounc aqual Co 20 parcanc of chac 
dadttccibU out-o£-pock«t for cb«aa aarvicaa* Espandicuraa for 
carCAin oucpaciaoc praacripcion druga» Uacad in a aptcial ConuUry and 
ntc«Baary for ch« craatacnc oC certain chronic conditions could b« councad 
cotMrd Btacing ch« cacaacrophic dcduccibla* Onca cha cacaacrophic 
deduce ibU hed been see, Che Hedicere progrea would pay 100 percent of 
reeaooeble charges for Pert B aervicea end for druga Hated in the 
CorMilery* Ceuatrophic coverege u^^^U ceeae eCter en individual incurred 
leaa then $S00 in covered ex^'enaea in any 90-dfcy period* 

The eaployer-beaed proviaiona oC the bill would provide coverege 
aiailer to that provided under the expended Hedicere prograa* Inpatient 
hoapitel aervicea would be covered without coat*ahering eCter en 
individuel or Ceally unit *■ 1 been hoapitelizcd for 60 deya* Hedicere 
Pert Bnyp« phyaicien end -«idicel aervicea would be cove;-ed without coat- 
ahering eCt«r en individuel or Ceaily unit incurred $S»000 in acdicel 
expenaea Cor auch aervciea* Eaployera would be required to cover ell 
esployeea who were employed for 30 deya end work et Iceat 25 houra per 
veek vithoui regerd to heelth atetua* In eddition* enrollncnt would hevc 
to be offered to eaploye«a cxpericu.itig e chenge in circuaatencea* auch ea 
deeth of e apouae, divorce » aerriege* 

Eaployera end eaployeea could cleim deductions Cor heelth inaure:.cc 
prtaiuM only iC the policy conteined the required ceteatrophic coverege* 
Eeployera whoae payroll cosis increeaed more then 2 percent ea e reault oC 
complying with the progrem's requirement a would receive e apeciel Federel 
u« credit Cor up to 5 yeera* The credit would be equel to SO percent oC 
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th% coUl iBOooc tbovt cbt 2 p«rc«oc incraasa th% flrse ytf and «#ouU 
dtcrMM by 10 ptrctoc in Mch of tha succMding 4 y««ra* 

TIm bill*t r«siwutl pUn tfOuU provUt for «irt«MQCa wleh prlvact 
inturtnct coapanitt for tht tvtiUbiUcy-of oictscropbic insurance Cor 
chott noc covered under Mdicere* Hediceidt or ocher privece insurenct* 
The rede re I Gevemaenc would eubsidise che preaiuae for persone v^.ch lev 
incoaee insured under chese egretMncs. The bill tfOuld eleo aodiCy 
Mediceid co provide eiailer coverege under chec progrea. These poUciee 
would cover che seae benefice es aendeced uider che eaployer*besed plens* 
CeUsr.rophic coverege would be eveileble^ for individuals who incurred out* 
of pocket expenses for covered services equal Co IS.pcrcenc of incoae <buc 
noc'leee than $200). 

E. Loni Billa (February end Harch 1979) 

In 1979 Senecor Long incroduccd legisletion dealing with cecescrophic 
hcelch insurence. S. 3S0 snd S. 351 » incroduced in February* would have 
esceblished a Cecescrophic Heelch Insurence Plan which would provide 
cecescrophic insurence proccccion for ell leg^^ U*S. residencs. A 
subsequenc bill incroduced by Senacor Long in Harch» S. 760» revised soac 
of che cecescrophic insurence provisions of S. 350 end S* 35 U In 
eddicion» S. 350 would heve repleced che Hediceid progrea euchoricy wich e 
untfora nacionel program of aedical benefice for low-incoac persons. 
These provisions for e Hedicel Assiscence Plsn were noc included in 



Under che Cecescrophic He«lch Insurence Prograa, cecescrophic 
proceccion would be eveilsble Co all rcsidencs chrough eichcrs 



S. 351. 
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(l) A f^-itrtlly tdaiiiisctrtd plan for eh* unm^loyd, 

wtlfart r«cipitncs9 cb« tfi, «o4 ptrsons «#ho do noc opc 
for private iasuranct eovtraftl or 

(2> Approvtd privtct cactscrophic insuranet plans alloirad as 
an opcioA for aaployafgroups and cbt salf^aaployadt 

tha Catascrophic Haalch Insuranea flan would provida banafics 
coaparfibla co chosa availabla undar Hadieara Pares A tnd •» aseapc chat 
thara would ba no uppar linicacion on hospital days or hoaa haalch visits 
(tha hoaM haalth visit linitation undar Hadieara was alininatad in 1960)« 
Institutional banafits (hospital cara» 100 days of post*hospital txtandad 
cara» and hoaa haalth sarvicas) would ba covarad aftar anluvividual had 
baan hospital isad for a total of fO days within ooa yaar. Madieal 
banafits (similar to thosa providad undar Hadieara Part B with soaM liaiits 
plaead on aantal haalth sarvteas) would ba eovarad aftar an individual or 
faaily had ineurrad aadieal aspcnsas of $2»000 (annually adjustad) for 
physieians* sarvieas, hoaa haalth visits, physieal therapy sarvieas, 
laboratory and s-ray and other covered aedicel and heelth services* 

Once the hospitel or medicel deductible (60 days or $2»000) had been 
•att tha individual would not ba charged for covered services* 
Institutional covarege would ceese after an individual had not been an 
inpatient of either a hospital or a skilled nursing facility for 90 days* 
Siaiilarly» medicel benefits would cease following the first 90*day period 
during which the individuel or faaily had incurred less then $S00 in 
covered aadicel expenses* 

The Catastrophic Heelth Insurance Plan would be ftnenced through a I 
percent tax on the payroll of employers and the income of the self- 
eaployed subject to the sociel security tex* No employee contribution 
wc>jld ba allowed. Amounts collected es taxes would be deposited in a 
Pederel Catestropohic Heelth Insurance Trust Fund* An employer or self* 
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m^loyi lii4UUu«l nbo opet4 for » privtct pl«i couU d«ducc tht MMtMie 
of tte ymiia for frlvtco covoro^o froa cbo I porctoc poyrolt cox 
UoblUtyt llOMVOr» tlio oafloyor wouU roaoin Utblo for iioyaonc co cho 
foiorol GovoroMQC of ony difftronco botvooo tho owounc poU «• pr«iiuM 
for 0 privtco plon and cho I porctnc fodortl cox UobiUcy. (8. 760 to 
locor iQtro4uco4 by Sonocor Lonft would ho7o oliaintcod cbo ptyroU cox 
provitlono of S. 3S0 oni ropUcod choi wich o roquiroMOC for oaploytri co 
provido coctocrophic covorogo.) 

rubliclylnturod Mployori ond lolf-oaployod iodividuoU would bo 
oUfiblo for o cocoocropbic hoolcb inturonco cox crodic oquol co SO 
porcoQC of cho omuqc paid ot payroll cox U^bilicy. 8i«ilarly» 
privocoly-inourod osployort and tolf-oMployod portoni would alio bo 
,oiisiblo for a SO porconc cox crodic cn cho aaounc paid ai proaiuai for 
approvod privoco cocatcrophic infuroncoi ao wall ai o SO porconc cax 
crodic on any addicional aaounc paid co aooc cho I porconc Fodorol poyroll 
cox liabilicy* 

Eaployoro ond tolf'tAployed ptrionf opcing Cor privaco covorogo would 
pay prosiuM diroccly co cho corritro. Tho bill would roquiro chac 
oaployor piano adainitcorod chrough privoct carriort «ake availablo Co cho 
CMployor corcaio orrangoatnco Co; cho pooling of riiki lo choc premiuat 
could bo docorainod on a cloftf rachor Chan an individual i baiii. 

Iho Nodical Aotitcancc Plon for low-incoao poriont (under S. 3S0) 
would bo availablo co all pcrioni oligibU Cor Hodicaid beneCici and oil 
individuolt ond faailiei having an annual incone ac or bolow ccrcain 
levolt. It would cover coccain fpeciCicd bonoCici* generally wichouC any 
linic on cho anounc oC lervice* or any coic-fharing required. The program 
would be Cinanced Cro« Federal general revenues and froa Scace Cundt. 
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r* ^HW ^?f ^ I'ldttt »rODOial (rtbruary 1913) 

Tte Kmsm m4 Iu46tt incly4*4 t pUn co rttcruccurt btntficitry 
cotc-tb«rlfl( for Pare A and co proviit covtr«tt for an UQli«ic«4 nuabtr of 
hotpictl dtyt* under cht plan (oucUntd in t Prttidtocitl Mttttgt, 
•^••Uh Iiic4iicivtt ttfoni ProtrMi**! r«bru«ry, 2t,19l3}t tht following 
ch«n|tt Mould bt andt in cht cotc*thtring tcruc.urt for Htdicart P«rc A 
btatficft 

— CliBinacioo of p«ci«nc cotc-tharing cluirgtt for tny hotpiccl d«yi 
of c^f tfctr 40 d«yt during any ctltndtr ytar. 

— lapoticion of nav cotc-thtring chtrgtt on cht firtc diyi of 
inpacitnc ctrtt t dtily coptyMnc tqutl co • ptrcttic of ch« 
inpacitnc dnducciblt froa dty 2 Co day U ind t daily coptyMnc 

^ taounc tqual co S ptrctnc of cht inpacitnc hotpictl dtducciblt 
for ttch day of cart froai cht 16ch chrough Mch dty of 
hotpictlisacioo in any btntfic ptriod. 

— Liaictcion on cht nuabtr of ciMt t btntficitry auic pay an 
inptcitnc hotpicfl dtducciblt co cwo in tich ytar. 

— ttduccioo in cht copayatnt aaounc tpplicibU co ctrt in ikilltd 
nursing ftcilicitf froa cht currtnc Itvtl (12.) ptrctnc of cht 
inptcitnc hotpicfl dfduccibli aaounc) co % ptrctnc of cht 
dtducciblt* 

Tht Adainitcrtcion*t cactfcrophic proposal wtt tlio t gptnding 
rtduccion propottU Tht ctLtfCrophic provifioni would tfficc rtlacivsl; 
ftw btntficitritt tinct only tn tfciaaccd 0.7 ptrcinc txcttd cht 60 dty 
hotpictl liaic in t btntfic ptriod. Howfvfr, tvtry btntficitry uting 
inpacitnc hotpictl ttrvictt would bt I fblc for incrtattd coiniurancs 
chtrgtt. U wtt ttciaactd chac cht tnnutl incrtttt in cotct co 
btntficitritt uting hotpictl ttrvictt would havt btcn approxitnacely $250 
in caltndtr yttr 1984. Tht Adainitcracion etciaaccd a 3*yetr ttvingt froa 
cht propottl tc $4.1 billion. 
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C. IHt iUviiorv Ci>uneil on loci<l Itcurity (DtcMbtr 1913) 



Tht lfl2 Mvitory Council on foei«l Steuricy rtqutietd eo foeut 
ict Atctncloa OA cho Kodictrt progrtM. NrcieuUr tcconcioo wtt pltctd 
OA wtyt CO Minctia cht fltctl inctgricy of cht Ptrc A progrMi. On 
0«et«b«r 319 1M3» tiM Council madt t itriti of rtcoMMndaciont for 
inprovoaoQCt in cht Mtdictrt progrM. Tht ptcUgt includtd propottlf 
rtltciag CO fintncing^ tligiblicy» btntfic tcrnccurti tnd progrta 
rtiahurtMMnt. Tht atjor tlvitncf of cht btntfic rtfcruccuring porcion of 
cht propotti vort ot follows: 

— Modifying cht hotpictl btntfic undtr cht Fare A progroa co 
providtt 

unllaictd hotpictl dtyt ptr ctltnd^r yttr( 

t Mxinua of cwo hotpictl dtduccibltt ptr yttr( 

t dtily cointurtnct tqutl Co 3 ptrconc of cht inptcitnc 

hotpictl tducciblt for til inptcionc dtyt 

noc tubjtcc CO cht dtducciblt* 

— Offtring tn tnhtnctd Ptrc A btntfic tt «n inctgrtl ptrc of cht 
btntficitiritt tltccion of Ptr' B. (Ptrc B it opciontlt tlchough 
tlwotc til ptrtont tltcc co obctin cht proctction)*Tht tnhtnctd 
btntfic would providt fort 

tlinintcion of cht ntw dtily cointurtnct on hotpictl 
inptcitnc dtyt; 

tlinintcion of cht cointurtnct on tkilltd nurting ftccilicy 
tctyt. 

— Offtring tn tnhtnctd Ptrc B Jtntfic* Thit would bt offtrtd on tn 
opciontl bttit CO btntficitritt ■* noc ti tn inctgrtl ptrc of cht 
Ptrc B tltccion. Tht tnhtnctd btntfic would providt t yttrly 
liaic on Ptrc B oucof-pocktc txptnttt for cht cointurtnct tnd 
dtducciblt; cht linic would bt indtxtd ^nnutlly* 

Financing of boch cht txptndtd porcion of cht Ptrc B btntfic tnd 
cht tnhtnced opciontl Ptrc B btntfic chrough tddiciontl Ptrc B 
r^rtaiim OMunct. Xc wtt ttcintctd chtc tn tccutritlly tound 
tnnutl proaiun ntcttttry co fintnct cht tnhtnctd Ptrc A btntfic 
would bt $56.50 in 1985; Cht Council rtconatndtd tdding tn 
tddiciontl $42 ptr yttr co gtntrtct tddiciontl rtvtnut for cht 
Ptrt A crutc fund. For cht tnhtnctd Ptrc B btntfic » ic wtt 
tttiMCtd chtc if tn tnnutl ctp of $227 wtrt in pltct in 1985» An 
tccutritlly tound premium would bt $130. Mo porcion of cht 
tnhtnctd Ptrc B btnefic would bt fintnctd chrough Ftdertl gtntrAl 
rtvtnutt. 
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Tht CoancilU ^roHMl wtt UmMW co msc ttytral objtccivtt 
ittcMUt UfrtvUf cause rophic proctcrion» •iapUfxing ch« bMtfic 
Hck«t«» iMorptr«ciH rMMMkU cotc-tlMriiig chtrgM in « Mimtr th«c 
4iK0ttrtt«s evtniCilisACion of MrvlcM^ M iprM^lng ch« risk Mong tU 
kiMficiari«s. Tli« tftsigo of ch« Nntflc p«ck«it v«t Uwi oo ••vtr«l 
coMi^trtcions. Vich r«g«r4 co P«rc A» cht Council conctrn«4 ch«c if 
iaprovoMnco voro flnonco^ toUtx chrough incrooot4 coinouronct ch«rgot» 
cht barton veuU b« bornt only by utors of Mrvicoo rochor ebon «ll 
bonoficiarioo. Xc foU thac a proforobU oUomocivt vouU bo co finonct 
a pore ion of cho liicroaoo4 cooco chrough a proaiua * chorob/ oproadiag cho 
riok* Movtvor^ ic viohod Co aoouro chac no porooo who. coiicribuco4 chrough 
Ua concribMCiooo during chtir working /oara wouU bo 4oniotf fare A 
procaccioo bocauio of cho failuro or inabilic/ co pay a proaiua* Ihua cho 
onhancod Nrc A bonofic^ financed by a proniua^ would bo «ado an inccgral 
pare of cho fare t oloccion* 

Tho Council woo aloo concornod wich cho ouc^of-pockoc cooto aoooci- 
acod wich Pare t bonofico and rocomondod an opcional onh^ncod fare g 
bonoflc* Ic nocod chac Making cho Pare t onhancoaooc opciocal aighe «ako 
advoroo ooloceion a problo* (choc io only chooo uho oapoccod co no«d cho 
protoccion would purchaoo ic» choroby driving up cho cooco). Howtvor^ in 
viow of cho oovorago of cypical Hodigap policioo^ cho Council boliovod cho 
rocoMMndtJ onhancosonc would bo coapocicivo and choroforo concluded chac 
a oignificanc pore ion of cho Hodicaro populacion would purchaoo cho 



coverage • 
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«« l^fMi »ro»OMl (Il(iv4iib«r l9tS> 

Ocit BovMt B«w itcr«ury eC ch« OtHrcatnc ol ll««lch «n4 Mumq 
ttrvictt^ ch«ir«4 cbt 1912 A4vitory Council* SubfO^MQCly* he CMuchor«4 
• ^o^tal tfich ThCMt turiM (Istcucivt Oirtccor oC cht Couacit) Mch 

Dtc««b«r IMS)* This ^reK*<l (iMtciMt rtftrrt4 co «• th% lov«n 
frontal) ^ilc upon cht r«c«aMn4«ciont m»4f by th% Advisory Council* 
tpociCicAlly^ cht tuchort rtcpundtd chtc ,tn tccutritlly tound prtaiim bt 
CO ftrc t which wouU tnciclt btntficitritt co cht following: 

— covtrtft for ta unli*ict4 nuahtr of tcuct Inptcitnc diyi; 

— no coiaturtnct lithilicy.for inptcitac 4tyt} 

— a iMsiMft of cvo inHtitfit hotpical Muccibltf ptr ytar; 

— tliainacion of cht cointuranct for covtrtd tNf ttrvictiUnd 
a MiiMi ouc-of-pocktc cote linlc for fare I itrvicti* 

Tht auchort propottd chtc tht aasiMM ouC-o£-pocktc ftrc S liabilicy 

bt ttc ac |3S0 which would rtfulc in an annual prtaiM of |US in ryi98S. 

(Thty noctd chac if cht ctctfcrophic proctccion wtrt liaictd co Hvt A 

•trvictt» cht annual prtAiuti would bt $3ft in FYSS.) lowtn tnd '^urkt noctd 

chtt (uidtr cht propotal^ cht cofCf of CACatcrophic cart would bt iprtad 

ovtr all btntficiaritf and tMigtictd chac ftw ptrtont would drop chtir 

fare • covtragt btcautt of addicional prtaiua chtrftt. Si net aoic oi cht 

tldtrly currtncly purchatt privfct Htdigip poticiti* chit proposal vould 

tntblt chta co acquirt cospartblt btneficf ac a frtcci^A of cht coici. 

Thty cittd ttvtrtl tdvanctgtf of cht proposal including cht low adnini- 

•cracivt cotct of Htdicart (2.5 ptrctnc coaptrtd Co at auch §• SO ptrctnc 

undtr toat Htdigtp poUciti); ainia*lt if any, tddicional cote dut co 

tlitibllcy dtctrainaeioni; and tia{>lifii% rtcord kttping for cht tldtrly. 

Undtr cht plan cht addtd btntfict v^^ld bt furnithtd tc no addicional cote 

CO cht Ftdtral Covtrnatnc. 
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Bo««ii and turiM addr«tt«4 cha coQcarnt r«it«d in torn corfurt ctue 
Adding cacatcrophic covtrAgA would Mrely incrMta uCiliMCion. While 

• chty falc Auch an Affacc was unliktly chay noced chac cha propoMl could 

bt sodifiAd by tich«r linicing cht cautcrophic proccccibn co Pare A 

^ tarvicAty or alCArnaciytly incMAting cht pare B liaic £roA $3$0 Co a 

highar aaounc* Th« grAACar cht ouC*of pocktc linic^ ch« lower Che preaium 
would be for «nhancAd Pare B coverAg«. 

Bowen and Burk« alto ouclined t chronic ctrt pltn tt phttt 2 of cheir 
propottU Undtr chit pUn^ individutlt would bt tncourtgtd Co ttctblith 
volunctiy individutl atdictl tCLOuncc (IHAt). Thttt tccounct^ tiniltr Co 
individutl rtcireaenc tccounct (IRAt) would be ctctblithed for inturing 
tgtintc ctcttcrophic chronic ctre expentet. 

I. Pepper Bill (Februtry 1986) 

Tht "Htdictre Ptrc C: Ctcttcrophic Heelch Inturtnce Ac 1986"» 

incroduced by Congrettntn Pepper tnd ochert in Che 99ch Cong re tt (H.R. 

4287, Februtry 28, 1986) » would include ctcttcrophic proceccion tt one 

elemenc of tn tsptnded Hedictre bcnefiC ptcktge. Under che Pepper bill, 

btneficitriet (currencly encicled Co boch PtrC A tnd Ptrc B benefice) 

could elecc Co enroll wich tn orgtniztcion tuch tt t hetlth ntincentnce 

orgtnittcion ',U40> which htt t concrtcC with che SecreCtry Co provide 

conprehentivt Hedictre benefice on t ctpiCtCed brcit, i.e. for t specified 

predeCernined aonc^ly rtCe per person. AC t minimun, che orgtniztcion 

would be required co provide che following ben«fictt 

— Ptrt A tnd B tervicet wichout deducciblet, coinsurtnce, 

retcricciont on che number of dtys of inptCienc hotpittl or 
» SNF tervicet, or t requlrenenc chtt SNF tervicet be post- 

hotpictl; 

Routine phytictl checkupt; 



ERIC 



66 



CRS*36 



Aouciot •y c«rc» deac«l c«rt» «nd hearing c«rc» subjccc co 
ctrcain luiicacions; and 



— Loog-ctt« care tervicet. 
Hadicart vould «akt capicaced payseiics Co ortanitacions in an aaounc equal. 
CO 133 perctnc o£ cht Adjusced Averagt Per Capica Coic (AAPCC) decerained 
for baalch Mincanancc organizacions (HMOs) in chc arte. (UNOs are 
curraacly paid a aonchly capicacion anounc per enrollea equal co 9S per- 
ccnc of Che AAPCC.) 

Tha new Pare C would be funded chrough a coabinacion of beneficiary 
prcaiusa and cransfers of amouncs chac would ocherwise have been expended 
undtr Pares A and B. BcneficUries would be required co pay a aonchly 
presiua (in addicion co che currenc Pare B preaiuB) equal co che anounc by 
which 25 percenc of che nacional average capicaced payaenc race exceeds 
che currenc Pare B preaium. However, che new premium could in no case 
exceed 20 percenc of che individual's gross income. Ac che time che 
proposal was incroduced ic was ^scimaced chac che cocal beneficiary 
premium would be $S00. Scaces would also be allowed co purchase Pare C 
proccceion for cheir Medicaid eligibles. 

While H.R.4287 was labelled a cacascrophic bill, ic. essencially 
offered comprehensive medical benefict (wich che excepcion of presripcion 
drugs) to persons who elecced Co receive cheir healch care services 
chrough a specified organizacion and co pay che requisice premium. No new 
Federal our .lays were escimaced by che sponsors. Pare C funding would be 



from currenc Medicare paymencs, currenc P4rc B premiums , new beneficiary 
premium payaenci (which would in many inscances sub<cicuce for currenc 
premium paymencs for Hedicgap policies), and che Federal share of Medicaid 
paymencs for long*cerm care. 
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J. lUrvTd Mtdicart Proitct (lUrch 1966) 

Iht lUrvtrd IMicart Pr9j«ec» issutd its proposal for Htdicart rcfora 
in March 1984. This proposal raprtstotad cha culainacion of cwo yacra of 
afforc by a broad raagt of persons cottcamad'wich cha fucura of Mtdicara. 
Tha proposal includad a sarics of raco«M:;4aCions rala*.iaf Co payaaocs Co 
hospicals and physicians^ prograa financing, and raforat affcccing 
haoaficiarias. Tha proposal cnvisionad a chraa^arc phasa-in schedule. 

The proposal included Chree caCcgories of raforas affoccing 
banaficiarias: changas in cosc-sharing» chaogas in sarvicas coveraga and 
prograa siaplificacion (priaarily che coabinacion of Pares A and B). 
Under cha cosc-sharing caCegory che plan called frr Che following changas: 

— Eliainacion of hospical coinsurance, deducciblas for physician 
cara» and balance billed ajMunCs on unassigned physicians* 
claias; 

— Halving che hospical deduccible aaouoc and reducing Cha Pare B 
coinsurance Co 10 percenC. 

— Placing an annual $1»000 cap on benef ir.ia»*y liabilicy for 
copayaancs in conneccion wich ccivcrcci. services (under Cha 
coabinad Pares A and B); che cap wou^d be increased annually ac 
Cha saaa race as cosc-of-living incr sses in social securicy; 

— Escablishing a aandacory prcaiua foe combined Pares A and B 
sarvices wich che preaiua aaounC increased by an addicicnil $150 
CO $200 per beneficiary Co offse. reducciocs in copayneucs. 

The proposal co liaic beneficiary liabilicy vas chus one elenenC of 

Che cosc-sharing refora package recoanended by che The Harvard ProjecC. 

The Projecc concluded chac exiscing copayaencs inoidinacely burden che 

{ sick and Che poor, are excessive and Cheir unprediccabiLicy undermines che 

principle of insurance. The Projecc recomaended decreasing copayaencs and 

increasing preraiuns. Ic concluded chac premiums are inherendy preferable 

^ CO coinsurance and deduccibles because Chry are predic Cable, chey do noC 

penalize che sick, and chey car be relaCed co income. With respecc co che 
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Ucctr ittiMy tbt Frojtcc rccoMendtd ttublitlMMfic of uoifora tc«ck4«rdt 
for Nt4icaU*« f^pmnt of ltedic«r< premuM; ic %m« tutfctccd chac Scacet 
bt rsquirvd co pur«:h«tt Mtdicart covcragt for p«rtoat below chc 125 per- 
cane of tht poverty line* Second^ che pfojccc proposed income cms codw 
cheagM for persona over 65 wich addicional revenues e^nMrked for 
Medicare (.only chose clderl/ who filed cax rccums would be affected by 
this proposel)* 

The Project proposed the establishaent of a public suppleaental 
policy which benef iciariea could purchase on a voluntary basis. The 
policy would eliainate all but nominal copayaents and would be fully 
financed out of preaiitas of those electing coverage* 

The Project further recooMended the levy of a Federal excise ta.. on 
private Medigap plans* It has been suggested that .:kersons who purchase 
such plana have little incentive to linit the use of health services 
because the financial barriers ^ i*e* copayttents» are covered under the 
suppleaental policies* Host of the increased utilisation is paid for by 
Medicare* The tax levy proposed by the Project was intended to offset the 
' additional cost incurred by the prograa* 

The Proje^ » also proposed phasing-in coverage of long-tem care 
services under Medicare* Beneficiaries would be required to pay 
"reaidential copayaents*' (representing rooa and board expenses) equal to 
SOX of their social security checks* To further stem overutilization 
beneficiaries would be required to pay a deductible equal to the cost of 
one s»nth of care* The Project estimated that the proposed expansion in 
long-term care and chronic illness coverage would cost an additional $IS 
billion a year when fully phased-in* 
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K» Pavii/aowlaad Plf^ (1986) 

Karen Oftvif Ar4 DUq« lowUod (*1tedictrt Policy: Ntv Dirtccioiu for 
iMlth and Loog-Ttra C«rc»** Johoi Hopkint Univtriicy Prtff» 1986) h«vt 
Uso prepottd caUfCrophic covtr«tt at on« coapoMnC of a rtdtficntd 
Ntdicart progrM. The Davif/lovlaod proposal would «arga ParCf A and B, 
offar a voluocary loofCars circ plan ai pare of cba progrM* and dcfign a 
•aparaca Hadicaid prograa for Hadicara banaf iciirici thac would provide 
wrap*around procaccioo for cba low-incoaa eldarly. 

Undar cba hMtic Nadicirt plan, cba saricional liaici for inpacianc 
bOBpical fcrvicai would b« raftovcd. A ctiling of $1»S00 would be plfced 
on alt out-of-pocket bcneficiiry payaentf in connection witb Medicare 
banafitf pluf prescription drugi. Current funding eourcei would be 
luppleaanted by an inco«e-related prcaiua peyaent let at 2.S percent of 
taxable incoua of enrollees up to a aaxiaua of $1,000 annually; a ainlMw 
praaiutt of $100 w<»uld be eitablished. 

Tba second part of the propoial would offer in optionel long-tena 
care plan whicb would provide coverage for SIFF services, ICP services, 
boaa bcaltb cure, and day hospitsl services. These would be subject to a 
10 percent coinsurance charge and have s ceiling on out-of-pocket expenses 
of $3,000 annuslly. Optionsl long-tens csre coversf.e would be avsilsble 
for an incosM^relsted premiua* 

Tba third coaponent of the package, the Hedicsid wrsp-s round plan 
would cover the cost-sharing under the acute care portion of Hedicjte for 
all elderly with incomes below the poverty line. The Federal Covernnent 
would as suae the cost of Hedicare acute cost-sharing. Federsl support for 
residusl Medicaid long-term care coversge would be reduced. 
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The Chairman. This committee will come to order. 

Mr. Secretaiy, we are certainly honored to have you here this 
morning. This is going to be the nrst of a series of hearings on the 
que^on of how ^e private sector and government might work to* 
^ther to improve protection for vulnerable Americans^ "hen they 
have a catastrophic illness. 

I think we all know that the number of individuals who are actu- 
ally affected, that it is a relatively small percentage. But for those 
who are affected, it is 100 percent, and for their families it is a sit- 
uation where you can wipe out a lifetime of savings. 

What we are trying to do is find a way to give some peace of 
mind and some sense of security to those people and their families. 

Dr. Bowen, you are to be commended for your leadership in 
brii^^ing this issue to the attention of the people of the country and 
I think, in turn, for your perseverance in sticking with the issue, 
developing a set of recommendations that are going to receive this 
committee's very closest attention. 

like you, Mr. Secretary, many of us here today have a long his- 
tory of interest in this psui^icular issue. You may recall that the Fi- 
nance Committee had hearings on this issue back in 1978 and 1979, 
and that several proposals were brought out to try to resolve the 
financial problems that are brought about by catastrophic illness. 
Senator Long, Senator Dole, Senator Danforth, Senator Baucus, 
and others, offered a broad range of options for the committee's 
consideration. 

In the last Congress, both Senator Durenberger and I revisited 
that issue. My biU, as you know, focused on the need to close a 
numbei' of serious gaps in coverage for the elderly and disabled in- 
dividuals who participate in the Medicare pr(tt[ram. 

With his charge to you last evening in his State of the Union ad- 
dress. President Reagan joined in what I hope will be a successful 
effort to bring together the best elements of each of these proposals 
in a bipartisan assault on the threat of finandal ruin for families 
who, through no fault of their own, experience a catastrophic ill- 
ness. 

Now, I am well aware that it is not an easy task. While we began 
with a broadbased enthusiasm and common goal, we still don't 
have a consensus with respect to such basic issues as the scope of 
covered benefits, target populations, or how you pay for them. 

We face an enormous challenge in attempting to join these view6 
on each of these issues, but face it we must. The American people 
expect and deserve nothing less than our best effort to construct a « 
genuine safety net for those few situations when existing private 
and public insurance is just not enough. 

While I remain open to suggestions about the elements of the 
committee bill, or a series of oills, I believe agreement may be 
within our reach with respect to closing gaps in coverage for the 
olderly and disabled, who now rely on Medicare as their principal 
source of health insurance. 

More than 28 million elderly people are covered by Medicare 
today. Last year, 21 million paid $13 billion in premiums for pri- 
vate supplementary insurance; yet, 20 percent remain uncovered 
by Medicaid or private Medigap policies. 
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According to actuaries with the Department of Health and 
Human Services* lack of supplemental insurance means that, while 
most older Americans have some form of third-party coverage, 
fully one-fifth of those over the age of 65 are at risk of a finandal 
catestayphe. With health CAre costs rismg at a rate of 7.Y percent 
in 1986--^wven times the increase in the Social Security cost of 
uvmg aqjustment*— it is clear we must move ahead to buud protec- 
tion in the current system. 

As the committee ite deliberations, I hope that members 

will concur that o\xr work should be:guided by a handfid of basic 
objectives: 

Additional coverage should be provided for persons who require 
lengthy hospitalization; 

Perverse arran^mente that place the greatest financial liability 
on the sickest patiente just have to be reformed; 

Sldlled nursing care and community*based services must be pro- 
vided for those- who require transition care between hospital and 
home; 

Rest^ oil outof-pocket expenses should protect the most seri- 
ously ill, whose life savings could be quickly exhausted by an unex- 
pecjM medical catastrophe; and that 

These improvemente should be financed using the broadest possi- 
ble base and must not exacerbate an already serious fedend deficit. 

Mr. Secretary, vour ^dance and expertise are critical to the 
success of this undertolong. I look forward to hearing your testimo- 
ny today and to working with you over the nextfew months in 
tiying to develop legislative proposals that, when signed into law, 
will help protect the most vtunerable among us from the financial 
rum that can accompany a catastrophic illness. 

^d now I would like to turn to the ranking member of the mi- 
nonty. Senator Packwood, for any comment he might make. 

Senator Packwood. Thank you, Mr. Chairman. 

Mr. Secretary, I came to the Senate in 1969. I have been here 
through Carswell and Haynesworth and the invasion of Cambodii^ 
Pr^ideiii Nixon and Watergate, and President Carter's malaise, 
and now President Reagan and Iran arid the Contras. I have seen 
issu^ nse and fall. I have seen regional issues; some issues would 
be of dramatic efffect in certam parte of the country and not others. 

In those 17 years— 18 years now, almost— I have ndt encountered 
an issue that engenders as xnuch sympathy and feeling and heart- 
ache as the issue of catastrophic health coste, and it is uniform in 
Oregon or Texas or Missouri, Arkansas, or anyplace else. 

I am not sure I know the answer. And the problem is not limited 
to just the elderly— and by this I don't mean that also there are 
those who are 30 or 40 who can have catastrophic coste; I am talk* 
mg about the children of the elderly who wonder how can they 
afforf to take care of their parente when they are making $16-16- 
11'}^'^ ^ y^^^ nursing homes cost anyplace from ll250 to 
$3000 a month. 

I hope you have some directions for us. I have read your report, 
and vou come at this with a good heart and good credentials. I wish 
you luck. I wish us luck, for the sake of the country. 

The Chairman. Thank you very much, Senator Packwood. I 
know there are others who have strong feelings on this committee 
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on this issue. I would ask that you defer your comment on them 
now, and we will take ^our statement for the record, and yon can 
speak up on vour questioning period. But because of the limitations 
of time and naving Dr. Bowen here, I would like to have him pro* 
ceed. 

If }'ou will, Dr. Bowen? 

8TATEMDENT OF HON. OHS R BOWEN, MJ>., SECRETARY OF 
HEALTH AND HUMAN SERVICES, ACCOMPANIED BY THOMAS R* 
BURKE, CHIEF OF STAFF, AND DR. RONALD DOCKSAI, ASSIST- 
ANT SECRETARY FOR LEGISLATION 

Dr. BowKN. Good morning, Mr. Chairman and members of the 
committee. 

I am honored by this opportunity to make my first appearance in 
the 100th Congress on the issue which has been at the top of my 

Xda, and that is protecting our elderly against the devastating 
ts of catastrophic health care costs. 
The subject for today's hearing is one which I know is of the 
utmost mutual concern. I commend you. Chairman Bentsen, for 
your leadership on this issue, and indeed, I applaud the great inter- 
est shown thus far by all Finance Committee members. Your work 
in this issue is very inijportant, since the Committee on Finance has 
jurisdiction over the Medicare program. 

I am hopeftjl this hearing will mark the onset of an open dia- 
logue, as we work together to find the appropr. te private and 
pimlic sector solutions to a verv pressing problem. 

Be it through our personal experiences or those of family or 
friends, we certainlv have all seen how a devastating illness can 
destroy the financial security of a family. 

President Reakan deserves the thanks of Americans for recogniz- 
ing this need. He has been a long-time supporter of catastrophic 
coverage— first as Governor of Califomia and now as President. 
Without President Reagan's leadership, I doubt that we would be 
having these discussions. 

That is why the President asked mo last February to report op- 
tions to him on how the private sector and government can work 
toc^ther to address the problems of afifordable insurance for those 
whose life savings would otherwise be threatened when a cata- 
strophic illness strikes. 

My report provides a good starting point to begin the debate of 
how to address the various problems associated with catastrophic 
health care coverage. 

In con lucting the study, at the outset we recognized that the caV 
astrophit illness problem is both large and complex. The possible 
solutions to this problem are nimierous, and there is no single 
policy that will reduce the catastrophic burden for everyone. 

Let me highlight what we have been doing in the year since the 
Prebident asked for a study of this issue: 

Many people and organizations contributed to our work. One 
prong of our efforts was a Private/Public Sector Advisory Commit- 
tee that I established to actively solicit information from all inter- 
ested parties throughout the coimtry on their concerns and their 
ideas to solve the catastrophic health problem. 
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This co;.unittee was chaired by Jim Balog, Vice<:bainnan of 
Drexel-Buraham-Lambert, a major New York investment broker- 
age firm. We selected a blue-nbbon panel representing a broad 
spectrum of the American public, including representatives of the 
agmg, physidans, insurers, business, and elected officials from all 
levels of government 

The/^ommittee held eight public forums and heard frx>m over 100 
organisations and individuals, and last August the Private/Public 
Sector Advisory Cummittee's efforts culminated in its report to me, 
qmthesiang ttase numerous points of view* 

In addition to the Committee's work, the other prong of our ef- 
forts was a detailed technical analysis of pclipy captions for cata- 
strophic illness* Department staff consulted techni rid experts from 
all over the country to ensure that no mi^or option ana no maior 
argument was omitted* All told, over 50 options were analysed in 
three technical reports, coverinjBr 1600 pages* 

There are far too many pohcy options that were considered to 
allow Ml discussion here; however, these are discussed in detail in 
the report which was provided to you shortly after it was scat to 
the President 

To xihderstand the catastrophic illness problem^ three groups of 
people must be considered: the elderly facing acute care expenses; 
the elderly lacing long-term care expenses; and the general popula- 
tion under the age of o5* 

The chance that a catastrophic illness even^ will strike a 
member of these different groups occurs at different rates and fre- 
quencies* 

Elderbr Americans require more medical care than younger per- 
sons and are more apt to suffer the consequences of an acute ill- 
ness or need lonff-term care* 

Of the mor^ than 28 million elderly who are Medicare benefici- 
f^P^^^in^tely 1*2 miUion will incur personal costs for acute 
care of $2000 or more in 1987* This can be a heavy burden for those 
elderly hving on $6000 to $7000 in Social Security benefits. 

Virtually all elderly have acute care insurance protection under 
Medicare, and nearly two-thirds also have private supplementaxy 
insurance, or Medigap* But there still may be significant gaps in 
coverage. 

As you are aware. Medicare hospital coverage is limited; after 60 
days, a Medicare patient begins to make increasingly costly pay- 
ments* There is also a required 20 percent co-payment for all physi- 
cian services covered bv Medicare* 

Medigap insurance helps for the 65 percent of the elderly who 
buy it, but even with Medigap an individual may face signuicant 
putK>f-pocket costs* The stateoperated Medicaid program may also 
help with about 18 percent of the elderly, but there are limits on 
the kinds of services provided* 

To improve catastrophic protection for the elderly facing acute 
care expenses* my report suggested three options: that Medicare be 
restructured to provide catastrophic protection financed by an ac- 
tuarially sound additional premium of $4*92 per month; that Medi- 
care be restructured to provide for catastrophic protection with in- 
creased cost sharing related to income; and that Medicare be re- 
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•tnictured to include ctttattrophic oovesvge vdth Increeaed cost 
ihariiig unrdatad to income. 

Looff^erm cere reiHM firom informal, unpaid care provided by 
fiunily and friends to full nureinff home care. It is not typioUly ae* 
•Miated with qiedfic diagnoeat. but rather the need for aariatance 
in activitiea naceiwary for daily living. 

There ia limited mivate insurance coverage of long-term care, 
and ths only mi^ Federal program that coveni such care is Med- 
icaid, of wliidi eligiUlity is restricted to low-income or medically 
indy^t patients. 

Scat loorterm care is provided free of diaige by relatives and 
friends. The strong fkmily and communis support for the elderly 
is one of the finest aQMCta of American life. 

But in addition, 1.4 million elderly currently racmve care in 
nursing homos eveiy day. The expense averages |!£2,0C0 a year, 
and those expensos are not covered by Bfedicare nor are th^ usu- 
ally covered by private insurance. Unfortunately, many seniors be- 
lieve that nursing home expenses are covered by Medioure or Modi- 
gap— the truth often amies as a shock— and these individually find 
all their savings consumed by c stay in a nurring home. 

The urgent of long-term care as a policy prwlem is incrosnng 
as the WMwlraim ams. Within the next 45 years, the numfjor of 
powle Iivin| to ago 85 and beyond will cr^iadruple, and hy tho year 
2080, 8.6 rniJlim Americans will be over the age of 85, compared 
with 2.7 million in 1986. These are the people in need of long-term 
care, and ihooe are the ipeople who should bogin now, in their 
middle age, to make provisions for that care. 

Obviously, we need to look far down the road for any approach to 
long-term care. Changos in the qnrtem would be veiy costly and 
won't come ovenught. Among the report's many options, two ap- 
proaches which wf!tt developed prior to tax reform would ave: 

EncouraffBd personal savmgs for long-term care expenses. One 
idea we had before enactment of the Tax Reform Act was to consid- 
er tax mcentives such as individual medical accounts. This could be 
coupled with insurance and be an elective method, not only for 
coverage but also for prevention of thousands of Medicaid enroll- 
ments; 

Encouraged the development of private long-term care insurance. 
There is clearly a need tor more innovative and affordable policies 
of this type. Again, before enactment of the tax bill, we had consid- 
ered some approaches using the tax code. The President's tax 
reform initiative eliminated many of the tax code's incentive fea- 
tures that nar.rowed the tax base, substituting lower rates for our 
citizens. With the enactment of tax reform, there are other optioris 
being considered that would not narrow the tax base. 

An action about which there is widespread agreement, though, is 
to educate the public about the costs of long-term care and the lack 
of coverage for those costs under Medicare and Medigap insurance. 

The Federal Government can work with private industry and 
other levels of government to help people understand v/hat is not 
covered under existing insurance, and to encourage them to make 
provisions lor their future needs. 

Finally, I would Hke to mention catastrophic protection for those 
people under the age of 65. The migority of non-elderly persons 
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have pnvpte insurance coverage, most of which is employment-re- 
lated and much of which provides solid protection against cata- 
strophic expenses. 

A significant amount is also provided hy Medicare for those who 
are disabled, Medicaid for low-income families with dependent chil- 
dren, and other government insurance for members of the armsd 
forces. 

It has been estimated that some 30 million people under the age 
of 65 have no health insurance at all, and 10 million have inad- 
equate coverage for catastrophically high expenses. About three- 
quarters of the uninsurea live in mmihes where an adult is em- 
ployed all or part of the year. 

But how many people under the age of 65 actually incur cata- 
swophtc expenses? It is estimated that 28.3 million persons use 
?5000 or more in health services m a year. Many of those expenses 
are paid by insurance; however, some 2.8 million people pay $5000 
or more in outH)f-pocket costs after insurance coverage. 

To improve catastrophic protection for the general population, 
two possible approaches mcluded in the options report would: 

First, er^courage state innovation and initiative in the manage- 
ment of health programs affecting their residents. Their under^ 
standing of the needs andiproblems of local areas enables states to 
foster cata&trophic healths insurance in innovative ways. States aria 
locauties could mtegrate the approach with existing programs for 
uncompensated care. 

.^o^^^^P^^f states, the level of government traditionally resi)on- 
sible for the regulation of insurance, could consider mandating cat- 
astrophic protection in employer-provided insurance, the formation 
of statue nsk pools, loan guarantees, health insurance requirements 
for vehicle registration, and greater flexibility in operating Medic- 
aid programs. 

Second, tax deductions for health . nsurance were considered for 
all employers who include catastrophic protection in their hsalth 
plMs. As I mentioned, the President's tax reform initiative elimi- 
nated many of the tax code's incentive features that narrowed the 
tax base, subbdtuting lower tax rates for our citizens. With the en- 
actment of tax reform, other options are being considered that 
would not narrow the tax base. 

hi dosing, let me emphasize that my report put forth a range of 
options for your consideration— a gmdeline or starting point for 
what we expect will be a continuing dialogue with C!ongress. 
^ We also urge the Congress to proceed with caution. The problem 
w ^portent, it IS complex, and potentially costly to solve. It is im- 
portant that we not create new problems nor aggravate old prob- 
lems while solving this one. 

In addition, we caution that congressional bills should not dis- 
place the private insurance market. To helf ensure consideration 
of costs, we urge the Congress to consult CBo and the Administra- 
tion to have their options priced and thoroughly worked out be- 
tween the private and public sectors and between all levels of gov- 
ernment; and between insurers and medical providers. 

l^H^J^^ ^ possible to craft a proposal within those guidelines, 
and I belie^re it is necessary that we do so. I look forward to work- 
ing with the Congress. 
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Thank you again for allowing me to present our views on cata- 
strophic health coverage. At this time, I would be pleased to try to 
respond to any questions you inay have. 

Before doing that, I would like to state that to my left is Mr. 
Tom Burke> the Chief of StafiT of HHS, and to m^ right is the As- 
sistant Secretary for Legislation, Dr. Ron Doclcsai, who will assist 
me. 

[The prepared statement of Dr. Otis R. Bowen follows:] 

Statdcint or Hon. Ons R Bowxn, MJ)., Sicrrary or Health and Human 

Skryick 



Good morning Mr. Chairman and members of the committee. I am honored by 
tins opportunity to make my first appearance in the 100th CongresB on the issue 
^'bich baa been at the top of my agenda: Protecting our elderly ac^inat the devastate 
ingefTecta of catastrophic healui care coats. 

The wibject for toda/s hearing is one >hich I know ia of the utmost mutual con- 
oera. I commend you. Chairman Bentaen, for your leadership on this issue, and 
indeed, I applaud the great interest shown thus far by all Finance Committee mem* 
bers. Your work' on this issue is very, important, since the Committee on Finance 
has jurisdiction over the Medicare Program. 

I am hopeful this hearing will mark the outset of an open dialogue, as we work 
together to find the appropriate privp.te and public sector solutions to a pressing 
problem. 



Be it through our personal experiences, or those of family or friends, we certainly 
have all seen now a devastating illness dan destroy the finandal securi^ of a family. 

President Reagan deserves the thanks of all Americans ibr recognizing this neecL 
He has been a long-time supporter of catastrophic coverage— first as Governor of 
California and now af>President Without President Reagan's leadership, I doubt 
that we would be having these discussions. 

That is why the President aske^ me last February to report options to him on 
how the private sector and gov«minent can work togiather to address the problems 
of affordable insurance for tnose whose life savings would otherwise be threatened 
when p catastrophic illness strikes. 

My report provides a good starting "point to begin the debate of how to address the 
various problems associated wHh catastrophic health care coverage. 

In conducting the study, at the outset we recognized Uiat Uie catastrophic illness 
problem i& both large and complex. The possible solutions to this problem are num- 
erou8->and there is no single policy that will reduce the catastrophic burden for 
everyone. . 

Let me highlight what we have been doing in the year since the President asked 
for a study of thui issue. 

Many ^ple and .oiganizations contribviti^d to our work. One prong of our efforts 
was a Pnvate/Public Sector Advisory Conifoittee I, established to actively solicit in- 
formation from all interested parties throughout the country on their concerns and 
their ideas to solve the catastrophic health problem. 

This committee was chaired by Jim Balog, vice-chairman of Drexel*Bumham* 
Lambert, a mi^r New York investment brokerage firm. We selected a blue-ribbon 
panel representing a broad spectrum of the American public, in'^^uding Representa* 
tives of thd aging, physicians, insurers, busin 3ss, and elected officials firom all levels 
offfi)vemment 

The committee held eight public forums and heard froin over 100 onq^anizations 
and individuals. ^ ast August, the Private/Public Sector Advisory Cor littee's ef- 
forts culminated in its report to me, synthesizing these numerous poiuts of view. 

In addition to the committee's work, the other prong of our efforts was a detailed 
technical analysis of policy options for catastrophic illness. Departmeu^ stafl\ con- 
sulted technical experts from all over the contiy to insure that no midbr option and 
no migor argiunent was omitted. All told, over 50 options were analyzed^in three 
technical reports covering 1,600 pages. 
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There are far too many pobpy options that were considered to allow full discus- 
sion here. However, these are discussed in detail in the report which was provided 
to you shortly after the options were sent to the President 

THK ILDERLY FAC4NG ACUTE BXPXKSIS 

To understand the catastrophic illness problem, three groups of people must be 
considered: (1) The elderly faang acute care expenses: (2) The elderly facing long- 
te^carooqienses: and (3) The general population under the age of 

The chance that a catastrophic Olness event will strike a member of these differ- 
ent groups occurs at different rates and frequencies. 

EaderlyAmericans require moro medical care than younger persons aad are more 
aptto suffer the consequences of an acute iUnees or need long-term care. 

W the nwre than 28 million elderly Bfedicare beneficiaries, approximately 1.4 mil- 
lion wUl znpir personal costs for acute care of $2,000 or more in .l987. This am be a 

vTir'^^i.'^^^^t'®^^^^ Uving on |6,000 to |7,000 in Soda Security benefits. 

Vurtu^ all dderiv have acute care insurance protection under Medicare. Nearly 
two4fau«to Bfao have private suj^lementaiy insurance, or Medigap. But there still 
may be significant gm in coverage. 

As you are cware. Medicare hospital coverage is limited; after 60 days, a Medicare 
patient twgins to make increasingly costly payments. There is also a required 20 
percent co-payment for all physician services covered by Medicare. 

rJ^SKP' msurance helps for the 65 percent of the elderly who buy it But even 
mth Medigap, mdividual may face significant outofiwd^ costs. The State-oper- 
ated Medicmd Program may also help with about 13 percent of the elderly, but 
there ar e unu ts on the kinds of services provided. 

To improve catastrophic protection for the elderly facing acute care expenses, my 
report suj^gestji t^ree options: That Medicare be restructured to provide catastroph- 
ic protection financed 1^ an actuarially sound additional premium of 14.92 per 
month; that Medicare be restructured to provide for catastrophic protection mth * < 
- • easfd cost sharing related to income; and that Medicare be restructured to incluoe 
\;atastropbic coverage with mcreased cost Glaring unrelated to income. 

THK^ILOIKLY AND Xf>Na-TEU4^CABB 

If CjJ^tenn care ranges fix>m informal, uripaid care provided by family and friends 
to Uii nursing home care. It is not typically associated w^th spedfic diagnoses, but 
ratoer the need for assistance in activities nooessaiy for daily Imng. 
i^Jj ^ hmited private insurance coverage on long-term care and the only major 
federal program that covers such'care is Medicaid— of which eligibility is restricted 
to low^come or medically indigent patients. 

Most long-term care is provided free of charge by relatives and friends. The strong 
family and commr-nity supports for the elderly is one of the fin^ t aspects of Ame^ 
can life. , ^ 

Butin addition, 1.4 million elderly currently receive care in nursing homes every 
day. The expense averages $22,000 a year-these expenses are not covered by Medi- 
care nor are they usually covered by private insurance. Unfortunately, many sen- 
lOTS beueve that nursing home expenses are covered by medicare or l^Miga^ -the 
truth often comes as a shock— and these individuals find all theu- savihm cons ^iaed 
by a stay m a nursing home. 

'^®i^®°^t°^ long-term care as a policy problem is increasing or the tjonulation 
Bfoe. Withm the next 45 years, the number of people lining to i age 83 an<f beyond 
will quadruple. By the year J2030, 8.6 miUion Americans wiD be over ihe a» of 85, 
compared with 2.7 milhon 1985. These are the people in need' of long-term cere, 
and these are the people w. should begin now-in their middle age-to make pro- 
visions for that care. 

Obviously, we need to loc- far down the road for any approach to long-term ^. 
Changes m the system wo'old be very costly, and won't come over night Among vhe 
wwSd havl?*^ two approaches, which were developed prior to tax r3orm, 

Encoun^ MnonalsavingB for lon^-term care exjse/isef.— One idea we had before 
en«rtn»nt of the "^x Reform Act was to consider tax incentives, such as individual 
medical amounts. This could be coupled with insurance and be an effectivo method, 
not only for ooveraae, but also for prevention of thousands of Medicaid enroUments. 

Encouraged the development of private long-term care ineurance.^-'YheTii is clearly 
a need for more hmovative and affordable policies of this type. Again, before enact- 
ment of th«: rax bill, we had considered some approaches using Uie Tex Code. The 
Presidents* tax reform initiative eliminated manv of the Tax Code's incentive fea- 
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tuns that narrowed the tax baae, mibstitutiiig lower tax rates for our citizens. With 
the 'iiactment of tax reform there are other options being considered that would 
not niarrow the tax base. 

One actum about which there is widespread agreement is to: 

Educate the public about the costs of long<?jrm care and the lack of coverage tor 
those costs under Medicare and Medigap insurance. 

The Federal Government can work with private industry and other levels of gov- 
ernment to help people understand what is not covered under existing insurance, 
and to encourage them to make provimone for their future needs. 

THS OINXSAL POPULATION 

Finally^ I would like to mention catastrophic protection for those people under the 
aae of €5. The minority of nonelderfy persons have private insurance coverage, most 
of which is emuoyment-related, and much of which provides solid protection 
against catastn>i«ic expenses. 

A significant amount is also provided Medicare for the disabled. Medicaid for' 
low-inoome families with dependent chlldnm, and other Govecoment insurance for 
members of the Armed Forces. 

It has -been estimated that some 30 million people under the age of 65 have no 
health insurance at all and 10 million have inadequate covers^ for catastrophically 

al^ ocpenses. About three-quarters of the uninsured live m fiamilies where an 
ult is employed all or part m the year. 

HoW/man3^;peM^e uncb srthe age of 65 actually incur catastrophic expenses? It is 
estimated tb it 28.3 million persons use $5000 or more in health services in a year. 
Much of thoee expenses are paid 1^ insurance; however, some 2.8 million pay $5,009 
or more in outof-pocket costs, after insurance coverage. 

To improve catastrophic protection for the general population, two possible ap- 
proaches included in the options>eport would: 

: First, encourage State innovatidn and initiative in the management of health pro- 
iprams affecting their residents. Their imderstanding of the needs and problems of 
local areas enables Stc;es to foster catastrophic health insurance in innovative 
ways. States and localities could integrate the approach with eiisting programs for 
uncompensated care. 

For example. States, the level of Gi emrient traditionally responsible for the reg- 
ulation of iavuxf^vo, could consider Mandating catastrophic protection in employer- 
provided insurance; 'formation of State risks pools; loan guarantees; health insur- 
ance.requirements for vehicle registration; ana ii:eater Usability in operating Med- 
icaiu Programs. 

Second, tax deducations for health insurance were considered for all employers 
who include catastrophic protection in their health plans. The President's trr 
reform initiative elimmated many of the Tax Code's incentive features that nar 
roweiil the tax base, substituting lower tax rates for our citizens. With the enact;, 
men t . of tax reform other options are being considered that would not narrow the- 
tax l.v^. 

CtX>6INO 

In closing, let me emphasize that my raport put forth a range of options for your 
consideration— a guidelme or. starting point for what we expect will be a continuing 
dialogue with Congrer^s. 

^?e also urge the Congress to proceed with caution. The problem is important, 
complex, and potentially costly to solve. It is important that we not create new prob- 
lems nor aggravate old problems while solving this one 

In addition, we caution that congressional billi) shomd not displace the private in- 
surance market To help insura consideration of costs, we urge the Congress to con- 
sult CBO and the administration to have their options priced and thoroughly 
worked out 

Any solution must reflect a pf:rtnenhip between the private and public sectors, 
between all levels of government, and between iiisurers and medical providers. 

I believe it is posm 3le to craft a proposal >it^^ those guidelines, and I believe it 
is necessary that we do bO. I look forward to woridng with the Congress. 

Thank you, again, for allowing me to present our views on catastrophic>ealth cov- 
erage. At this time, I would be pleased to respord to axiy ^nr^tions yob ay have. 

The Chairman. Thank you, Dr. Bowen. In a venr short statement 
you stated well the enormity and complexity and. difficulty of the 
problem. 



86 



83 

You were talking about the fact that approximately 65 percent of 
the elderly and the disabled who participate in the Medicare pro- 
gram have some kind of supplementary insurance. Does HHS I^ve 
some information telling us the scope of that kind of coverage, of 
the supplementary insurance? 

Dr. BowKN. About 65 percent, as you say, have supplemental in- 
surance or Medigap policies, and by ^md^large they cover medicare 
deductibles and co-insurances. However many of them also have 
limits on the number of days which they cover beyond Medicare 
coverage, and they have limits as to the percent of the daily pay- 
ment. 

The Chairbcan. Do you have any feel for the percentage of them 
that have a catastrophic-illness element to them, a stop-ldss fea- 
ture? 

Dr. BowEN. Again, it depends jW little bit on your definition 
of "stop-loss.'' Is it a stop-loss for the patient, or is it a stop^loss for 
the insurance company ? 

The CHAiBAfAN. No, I am calking about the patient. 

Dr. BowEN. All right. I don't know what the percentiige of those 
individuals are, but I think that Business Week in a January 12 
issue stated that only about 130,0^00 people of Medicare age have 
true catastrophic coverage. That includes all types of illnesses and 
not just acute care That would be one-tHird of one percent of all of 
the Medicare elij^lbies. 

The Chaibman. You were talking aiiout the fact that yi^u 
thought a monthly premium of $4.92 added to the current Part 3 
Medicare premium of $17.90 per month should be sufficien.^ to 
cover the cost of the additional coverage you believe Medicare 
should provide. 

I can't help but recall that one former President, in advocating a 
new program, told the Cabmet OfGcer, "If you go down and tell 
that bimch in the Congress what it is going to cost, you are fired." 
So, we always want id look at the back-.Vp figures in arriving at 
something like thai in the way of a number. 

Would you provide us for the record the actuarial assumDtions 
that were xised in deriving a figure of $4.92? 

Dr. BowEN. Yes, we will supply you with whatever information 
we have: I can assure you that the actuarial figures were computed 
by Mr. Guy King, who is HCFA's actuary and who has a very fine 
reputation. He has gone over the figures time and time again and 
has reassured us that, even with building in a little increased utili- 
zation, the $4.92 would cover it; and, of course, the reason is that 
you would be spreading it over 30 million people so that it ia a true 
insurance program. 

[The information follows:] 
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DEPARTMENT OF HEALTH * HUMAN SERVICES 



.pffic* of ttw Assistant Scattary 

for Ltgtstation 
Washington. 0 a 20201 



Otfict of mt Secretixy 



MAR I I 1387 



The Honorable Lloyd Bent-sen 
Chairman 

Comaiittee on Finance 
Wasblngton, DC 20510 

Dear Hr. Chairman: 

Fur.vcant to your request at the January 28 hearing on 
•Catastrophic Health Insurance^r I have enclosed a copy of the 
methodology used to determine the premium for catastrophic 
coverage under Medicare* 

I hope the enclosed information is useful* If you have 
questions or need additional information, my staff or myself are 
readily available to assist. you* 




Sincerely* 



Ronald 7* Docksai 
Assistant Secretary 
for Legislation 



Enclosure 
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METHODOLOGY OF tSTlMATlHG CATASlROFHIC COVERAGE PREMIUM 



To determine the catastrophic coverage premium, a computer model was 
constructed. The modelprojects the medical expenditure of each individual in the 
•ample from the basf: year to the target year. Beneficiar/s out-of-pocket 
liabilities under the present law benefit itructure and under the catastrophic 
coverage proposal were then determined. The difference between these two out- 
of-pocket laibiUties represents -the additional cost arising from the new and 
restructured Medicare benefits. By aggregating the additiontl costs for all 
beneficiaries in the sample and then expandini: it by the right proportion to 
represent the entire Medicare population, the total added cost was determined 
which is to be funded throMgh a premium paid by all enrollees in tn^ Part B 
program. Such a premium Is obtained by dividini: the total additional cost by the 
number of Part B enrollees. Note that the premium so determined Is the benefit 
premium. It does not Include any increase In the ongoing administrative expenses 
associated with the new benefits. Nor does It Include any cost needed to set up a 
new, or to modify the e> isting data collection and processing system tw monitor the 
restructured benefits. 

The data file used Is a one percent sample of Medicare enrollees who received 
benefits in calendar year 1983. It includes records for 196,300 individuals. Each 
record contains certain demographic information along with utilization data of 
medical: services In 1^83, such as number of hospital admissions, number of 
inpatient days, amount of Part A reimbursement, amount of Part B reimbursement, 
etc. 

In projecting the i>ase year daU to the ur^et yec, changes In the Medicare 
program that took effect during or after the base year which had significant 
impact on reimbursement or utilization were taken Into consideration. Time trends 
In utilization and unit cost. of major types, of medical services were also reflected 
in the projection. These idljustments were determined in such a way that in the 
aggregate the projected values of certain najor parameters closely match those In 
the 1986 Trustees' Report. 

Liberalization of benefits always carries the risk of encouraging utilization oC 
lervices, either becfiuse of beneficiaries' own initiatives or because of provider.' 
behavior, especially when beneficiaries' out-of-pocket expenses are near or over 
the cao. However, trying to estlmatw. the extent of such Induced utUization 
becar^e of behavorial changes is Inherently difficult. To compensate the potential 
of iHduced utilization, a sr^aU margin of five percent was added to the rate. 

The final premium for the Bowen proposal was $4.92 a month for calendar year 
1987. If the proposal is not Implemented until 1988 or later, the premium will be 
higher. t . . - ^ 
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To llluitrttt tht •pprotch detcrlbed •bov^, the derivation of Che 5^.92 
aenthly pr««lu9 1« pxtfented below* 



1* Husbcr of fere A deductibles under preeenc lev 

2* Nuaber of Inpetlenc colneurence deys 

3. Wuaber of llfetlae reeerve deye 

4* HUsbcL of SKT colneurenc deye 

5. Fert A out-of-pocket expeneee under preeent lew 
•(l)x52(H(2)xl3CH'0)ji26(H(4)x65 



1987, projection 
8»136,600 
2,776»200 
1,057,300 
4,901,800 

$3,196 ainion 



4« pert 8 out*of*-pocket expeneee under present lev 9,228 DlllScn 

.7* Coablned out-of-pocket expeneee under preeent lev 14,424 all] Ion 

8* Coablned out*of- pocket axpeneee under ce tee trophic propoeel 12,906 alllior. 

9* leductloA In beneflclerles* out-of-pocket axpeneee (•(7)*(8» 1,518 allli^n 

10* Eetlaeted coet for 365-dex Inpetlent benefit 240 allllon 

U. 5taerfln 88 allllon 

12- Totel aet coet (•(9)+(10)+aJ ». X,846 ollllftft 

13* nuaber of Pert B enroUees 31*5 aillli'i: 

14* Uet ennuel prealua (»{12)/(13)) $59 

,15. Net aonthly prealua (-(14)/12) $4.92 
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The Chairacan. Doctor, my experience here is one that leads 
mwa;yB to some skepticism on numbers. I helped carry ERISA 
through this committee, and I recall, when it came to the premium 
which was to be established per employee, that the actuary stated 
50 cents a year would be quite adequate. I said, "WeU, why don't 
we just make sure of that by doubling iv, " And we went to a v. bllar. 
I am not sure where it is now, but it is quite a multiple of that. 

pettier question gets into whai the American Association for 
Retired Persons and the National Council of Senior Citizens and 
others advocate on behalf of f . elderly, that a nwgor gap in Medi- 
care coverage concerns the long-term care of a custodial nature. Of 
course, we are getting into nursing home care. 

Then I note that you spc^ak of a figure of $22,000. a year as being 
the average cost. 

Why do you think the incentives are needed that you suggest in 
me way of tax incentives? Is the private sector not responding to 
thecare and needs of the elderly and disabled? And if not, why? 

Dr. BowEN. It IS true that the insurance industiy has not come 
forward with plans for long-t^rm care, but this is not totally their 
fault. The market simply isn't there, because so many of our senior 
otizens have the idea that, "This won't happen to me; I don't need 
this insurance. I believe there needs to be a consumer educational 
campaign. 

We need to have an educational program which tells benefici- 
an^ wnat Medicare and medigap cover and what Medicare and 
medigap do not cover. We need then to give them an incentive to 
enroll m some type of insurance prograr 1. 

ActimUy, only about 1.7 percent of total r irsing home costs is 
covered by pnvate insurance. Fifty percent ot costs is paid by Med- 
icaid, (» the 1.4 million who are in nursing homes every day. The 
remammg 48.3 percent is paid rl^ht out of the pockets of the indi- 
viduals. 

The Qhaibman. Dr. Bowen, I see my time has expired The mem- 
bers of thj*? comnuttee will be in and out this morning as they meet 
their other committee requirements, but their intense interest in 
this issue is reflected in the attendance you see here. 

I would like to cite the arrival time of the order of the members 
of ttie committee, and theur questioning will be done in that order. 

The first to arrive this mommg is Senator Heinz, then Pack- 
wood, Chafee, Durenberger, Pryor, Danforth, Daschle, and Moyni- 
han. 

r would now recognize Senator Heinz for his questions. 

Senator Heinz. Mr. Chairman, thank you very much. 

Mr. Secretary, when you made your report to the President in 
November of last year, you pointed out that there were three big 
problems, and you have referred to, them here: acute catastrophic 
protection for the elderly, long-term care protection alternatives 
for the elderly, and catastrophic protection for the general oopula- 
tion. 

You also mentioned in your testimony today the problem of what 
some people put as high as 37 million Americans who work for^ the 
most part and do not have any health insurance, and who are not 
eugible for Medicaid. 
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Now as I understand it, you are not making any proposals on 
some of the more general problems; but, with respect to the elder^ 
ly, in November you recommended to the President a specific pro- 
posal on elderly catastrophic costs. Today, as I understand it, you 
are not here to recommend that proposal to us; it is not the Admin- 
istration's position. Is that right? 

D^.^BowsN. I would have to say that the Administration is still 
studymg it. llie President, as he stated last night, will come out in 
the near future with some recommendations. I, personally, do not 
know what those recommendations will include, but I have had the 
opportunity to present my report on several occasions to the Do- 
mestic Policy C!oimcil, and on two occasions before the President. 

I don't know fliat it has all been ruled out, and I don't know that 
it has all been accepted. 

Senator Heinz. All right. Are you still nrffng your origmol rec- 
ommendation on the Administration? 

Dr. BowKN. Obviously, being the author of the report, I am pre^'- 
udiced toward its importance and value. But again, once the Presi- 
dent makes his decision as to what the plan should be 1 am a 
member of the Administration^ and I will support it. 

Senator Heinz. We all understand, but I jUBt want to encourage 
you to press for what you think is right. I ^uw the kind of man 
you are, and.it would be out of character for you not to do that. 

So, let me give you just congratulations and encouragement fur- 
ther to keep doing what you have been doing, and that the Admin- 
istration come to a conclusion. Obviously, if it isn't the conclusion 
you want, you are a loyal supporter of the President and you will 
support the President s final decision. We know that, and we 
axpect that. 

Let me ask you about something you said about long-term care. 
You referred to how, if changes In the Tax Code hadn't been made 
last year, there were certain things you might have proposed. 

Now, one of the criticidms of your recommendation— I can't call 
it "the Administration's propaaal''— is that it doesn't get into the 
long-term care area at all. And m l understand the rationale for 
not getting into long-term care from your statement, it is that 
people who are in middle years now should prepare for the cost of 
long-term care 30 years or 40 years hence. 

Now, I think we all endorse the notion of solf-reliahce, but there 
is a difficully with asking every American to self-insure against the 
possibility of a long-term care "catastrophic" kihd of cost, and that 
is that people do not know whether they are going to live long 
enough to become at high risk of contracting one of the diseases 
that we associate with long-t^rm care— whether it is Alzheimers or 
rheumatoid arthritis, cr any of the very crippling, debilitating, and 
extremely costly diseases. 

My question is, what is the chance of any American today living 
to age 86? 

Dr. BowEN. What chance is there? 

Senator Heinz. Yes, what is the actuarial chance of an Ameri- 
can, who is in his middle years today, 40 to 55, living to age 85? 

Dr. BowEN. The age of life has increased tremendously during 
this century, I believe from 48 up to the average of 74. So,, if we 
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continue with that progression, I think the chance of an individual 
uving longer is good. 
Senator Hsmz. But presumably it is less than one in two, isn't 

Dr. BowKN. Yes, it is less than one in two. 

Senator Hediz. It might be around one in five, that you might 
reach age 85 if you are now age 40. 

Dr. BowEN. But in the next generation, the number of persons 
over age 85 is going to quadruple. 

Senator Hmnz. Oh, we don't know. We don't know. 

Dr. Bowm. It is a pretty good prediction, I think. 

Senator Hsmz. Would you think that it is going to be better 
than one in three or one m four? Your statistics are that 8.6 mil- 
hon Americans are going to be age 85 in the year 2030. That leaves 
out an awful lot of people who didn't make it. 

Dr. BowiN. Right. 

Senator Hkinz. You know, your own statistics suggest that the 
average American isn't going to live to age 85. That is the point of 
my question. 

The point of my question is that you are asking everybody to 
self-msure against what would be an extremely high cost, and you 
haven t coi sidered in that population what the incidence of a de- 
bihtating illness would be. It is about two in five for anybody who 
does reach age 85. 

My time has expired, but I guess my question is simply that the 
philosophy of^Wng every American to self-insure against what 
can run to |100,000 a year in nursing home biUb strikes me as ab- 
solutely absurd. 

• P'-. J y^y* ^ would associate insurance with, say, an 
mdindual medical account, then the individual medical account 
can be used if needed, if not, the money would revert back to the 
heirs— I think that is a pretty good bargain. 

The CHAmBfAN. Thank you very much. 

Senator Packwood? 

Senator Packwood. Mr. Secretary, you are a very compassionate 
man and one who has run the spectrum of politics: you fiave been a 
Governor, the Speaker of the House, the Secretary of HHS. Let me 
ask jrou a question fix)m your personal standpoint and not from the 
Administration s standpoint: 

As a goal, should we be trying to devise a system that would pro- 
vide against catastrophic costs, whether they be hospital-related or 
long-term care related? 

Dr. BowKN . I th ink as a goal, yes. 

Senator Packwood. Senator Heinz is correct from the standpoint 
of the problems of self-insurance. We even saw this in the Individ- 
ual Retirement Accounts. Try as w^ might, and attractive as they 
v/ere, it was the upper-income people that bought them, not the 
biUk of the pooi. Hiey were wonderfully attractive, but they just 
didn t get around to buying them. 

In your statement, you make reference to the fact that perhaps 
some states could experiment with this, and perhaps even some 
states vtf iiq have traditionally been in charge of insurance would 
mandate ai least catastrophic coverage for employees. 
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I might have bought the argument some years ago about state 
pre-emption of insurance) but we now have employers and the in- 
surance companies asking Congress to pass a produdriiibilitv in- 
surance law and pre-empt the states— not just go along with uiem, 
but pre-empt the states* 

Why not, at the federal level, mandate this coverage on employ- 
ers, let them buy the insurance, knowing that in the long run this 
would be a cheaper way of doing it than the government trying to 
manage it itself? 

Dr* BowKN. It is my understanding that insurance is totally reg- 
ulated bir the states; it is a matter of philosophy whether the states 
should do it or the Federal Government But as a past Governor, I 
would be reluctant to give the State control of it up* 

Senator Packwood. But" picture this. Governor, in your capacity 
as Governor Comes the Indiana Medical Association to you and 
says, ^Tlease pass some kind of state-mandated long-term cover- 
age/^ And in comes the Indiana Association of Manufacturers and 
the Indiana Chamber of Commerce to say, ^That will make us un- 
competitive with Illinois and C^ornia; you are going to push up 
our costs* You can't do that That is something that should be done 
at the national level/' You know that is the answer you are going 
to get from the employers of your state, and I think this is going to 
be expensive coverage* In this case they won't be blowing smoke; 
they will push their costs up. 

Given that why not do it at the federal level? The insurance 
companies want us to do it in product liability. Many of the states 
are asking us to do it in product liability insurance. So it is net a 
question where we are going to be virgins in this. 

Dr. BowBN. That would have to be a judgment that each and 
every one of you would midce. I have no opinion one way or the 
other on that 

Senator Packwood. Next question: Assuming that you do this 
even at the state level, what is going to be your key for cost^on- 
tainment once the nursing homes, if it is long-term care, or the 
hospitals know that once you have gone beyond a certain level the 
government, or the insurance company, or whoever is the payor of 
last resort, is gcing to pay everything? 

Dr. BowxN. 'Certainly that is not in our proposal; everjrthing 
cannot be paid for by government I think individual responsibility'^ 
is extremely important and that would be one of the arguments I 
would want to use with Senator Heinz's remark that individuals 
should be responsible to a great extent for their own future. 

Senator Packwood. And what happens if th^ don't? Then they 
turn into those who are running for office who say I will take care 
of it, the gcv^imment will take care of it 

Dr. BowsN. That is one of the problems. And certainly, if it were 
through no fault of their own, then I think the government has 
some responsibility. If it were through fault of their own, then that 
would be a different ballgame. 

Senator Packwood. If it is through no fault of their own, then 
what? Tough luck? 

Dr. BowEN. If :tt were through fault of 'heir own? 
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Senator Packwood. Yes, through fault of their own, that they 
Aould have bought insurance when they were 45 to take care of 
in « nundng home when they were 75, but they didn't. 

Dr. BowBf. I would have to say that there would have to be 
some special rules and regulations or laws to take care of tHv;ae in- 
dividuals, or to say that it is up to their own friends or rela dves to 
handle the situation. 

Senator Pacxw:ood. Thank you, Mr. Chairman. 

The Chaomam. Senator Chafee? 

m your report, on page 87, you dis- 
cuss allowuiff individual*! below the 125 percent of the poverty line 
to buy mto ttieJMedicaid program. And that seems to make a lot of 
sense. But the cost of it is very expensive. As you point out, I be- 
lieve the post was 115 billion, "niat is on page 87, where you discuss 

^ Now, i don't know how you arrived at that figure or what serv- 
ices were mcluded, but mv Question is: Couldn't there be a less ex- 
pensive package thai could be provided at a reasonable premium? 
In other words, I think the idea of buying into the Medicaid pro- 
gram makes some sense. 

Dr. BowiN. Again, I believe this is for the under45 age group. 

Senior Chato. That is ^ht They are the group that I think 
we do have to worry about. The accent here has been on the elder- 
ly, and we are doepiy concerned about them; but I think we have 
the other |;roup as well who are hit by Alzheimer's or whatever it 
might be m the family. I am interested in exploring this buying 
■nto the Medicaid program that you touch on. 

tfafr. Burke wants to address it, that's fine, or anybody. 
i«r 1 ask him to do so, but it seems to me that the 

^'J^° ^ adjusted up or down to alter the $15 biiUon 
cost if dl ehgible people enroUed. 

Mr. BuRKx. This is an option. Senator, where you are looking at 
J^^P^?""- ^ Medicaid program has some pretty stricteligi- 
bihW cntena-the aged, blind, and disabled. If we could loosenit 
up for those near the poverty level, but just alwve the poverty 
levei. where they could buy mto the program and get the Medicaid 
benefit package, it would provide them with some catastrophic cov- 
erage that they do not have now. 

Senator Chato. Now, in your repoi t you state that half the el- 
derly receiving Medicaid for long-tern cart) services have spent 
down; in other words, they didn't staift out in that situation, but 
they had to epend down because it is costing them so much, and 
thus they become, eligible for the Medicaid. 

My question yr. These individuals have endedojp on Medicaid be- 
cauM they hdve had tremendous front«nd payments. In other 
?,W"atiye from the family was afflicted with Alzheimera 
and h«l to go mto some kind of a facility, and the family had to 
spend down a very substantial portion of its assete and end up on 
Medicaid, or the individual does. My question is, what ablut, in- 
stead of that huge firontend expenditure to cover the $22,000 s 
year with somebody whose total family income is $16,000, for exam- 
ple, what about some kind of an arrangement where there could be 
a contmual oontribtition adjusted for income which would keep the 
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family and the npoijm out of the poverty level? Do you understand 
thequeition? 

Ic other worde, take your figure of the $22,000 a year. The fami* 
Iv's income is $16,000, and they have a houae* Instead of forcing 
tnem into poverty where tbqr are not going to be able to pay any* 
thing toward the Medicaid wter a while, any contribution toward 
the care— take the Alsh^noKri, which is tM eaaieat situation to 
take* Suppose we had some Idnd of a set-up where we said, ^'All 
rii^t, you have an individual firom the family with Aizheimers 
gmng into a nursing home at $22,000 a year, we are not going to 
make vou spend down into M edicaid, but you will pay $4000 a year 
toward the care in perpetuity/^ Does that kind of an arrangement 
make any sense? 

Dr* Bowm* That is cost-«haring I suspect it would have to be 
costed out to ascertain the total cost to the government and to the 
individual himself * 

About 40 percent of all of our people have outK>f*pocket expenses 
of under $100 a year, and with that level of expenses you wouldn't 
worrv* But the top 10 penmt have outof-pocket expenses of over 
$8500 a year, and I think fhat is the.group you are talking about 

With what ever type of plan ym have, you are alwi^ going to 
have to draw a line on who ii f^nm help, so that there are those 
who are just'under orover the hmit 

Mr* BuEKX* Senat<:'r, le^s say they go into a nursing home, and 
th^ have Social Security checks coming in which may be $10- 
12,000 a yMT. Tbqr forego that, and it is transferred to the nursin|( 
home* So, 1 Ain not sure what you would nin by paying an addi* 
tional $4000: You are paying all of their Medicaid eraenses now, 
and the income which tl^ nave is an offtet to that They are al* 
lowed $25 per month for personal eamenditures* 

Senator Chars. Well, my time is up, but what I am worried 
about is forcing them down mto poverty* That is why we are here, 
of cr*uie* 

Dr. BowsN* About 500,000. a yrar are forced into poverty and 
have to go on Medicaid* I believe it only re^uir aroun^-three to 
four months in a nursing home before Medicaiu eligibility occurs, 
for the a>)rage individual* 

Senator CHAnr Thank yo}i veiy.much. Doctor* 

The CiuaacAN* Thank you. Sen' 'Jor Chafee* 

Senator Durenberger? 

Senator DunENsnon; Mr* Chairman, I thank vou for your ref- 
erences in your opening statement to the work Uiai a number of 
peoph on this committee have Jone on the catastrophic in the past 
Vou have been a leader, and congratulate you for picking this ' 
subject to begin the health hearings* 

Mr* Secretary, I have said in the past at other heai^ings that I am 
back in the same chair I was in in 1979, when I came; to the United 
States Senate* We are also fUU circle on the issues, because then 
one of the occupations in the healtih area was catastrophic, and 
Dole, Domenici, Danforth, Durenberger—anybody you could find 
with a '"D"' on the RepubUcan side— plus Bentsen, and 
Long, et c^ra, were all working on the issue of catastrophic* And 
I think it W3 because we reco^iized something you said earlier, 
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and that was I think in response to John Heinz's question on long- 
tenncare* 

You said, '"Well, the attitude of people was that, "This won't 
happen to me; I don't need the insurance/' That is the problem 
that we have all faced in this country* 

When I came to the workforce, tiiat was my attitude; so, my em- 
ployer provided insurance for me, because I wouldn't buy insurance 
out of my cash because I didn't think anything was going to 
happen to me* Emplovers started buying insurance for me; there- 
fote^ we got a Tax Code protection for insurance and everybody got 
health insurance, and nobody cared how much it cost to go to a 
doctor or a bospitai anymore, because somebody else was paying 
the bill* 

We didn't buy catastrophic until things got tighter, because cata- 
strophic was the last thing we expected to happen to us* We woidd 
protect ourselves for dental or maybe for a broken 1^ if our kid 
played football, or as the case may be* But catastrophic was some- 
thing that we didn't quite get around to* 

So, in 1979 this conmiittee \^bb saying, ^Hey, look— catastrophic 
is the cheapest insurance you can buy* Maybe it ought to be the 
first benefit that we provide*" 

At that time, Mr* Secretanr, one of our suggestions was— and 
this is a la Senator Packwood's reconunendation — one of our sug- 
gestions .was that we mandate, in exchange for the tax benefite to 
employers, only one benefit, ai^ that is catastrophic— nothing after' 
that* You don't have to have this, that, the doctor or the hospital, 
or anything, but one benefit only in exchange for $28 billion a year 
worth of tax subsidy, and that is that you provide in that package 
catastrophic* 

Now, what is wrong with that theory? 

Dr* BowKN* Again, it is one of the options that is available, and I 
think it has a lot of good pointe* It depends on where you draw tibe 
line and say, ''This is catastrophic, and this isn't" What is cate- 
strophic to one individual may not be catastrophic to another* So I 
think you would have to test it in some way according to people's 
income* 

Senator Durenberger. But it is worth exploring? 

Dr* Bo WEN* It is definitely worth exploring* 

Senator Durenberger. Can you get ai^ support for it from 
within the Administration, do you know? Have you tried? Or 
within the rest of the Administration? 

Dr* BowEN* I have not pursued that, no* 

^ Senator Durenberger* Let me then adc about the next genera- 
tion* If we could do that, that would take care of me when I re- 
tired—so to speak— now, let's talk about my folks who are already 
retired* They no longer view this as ''something that won't happen 
to me, and therefore I don't need insurance*" Sixty-five percent of 
the people my parente 'age are buying protection because they 
think it will happen to them* Even thoiK;h it won't in many cases, 
with a few exceptions, it is not going to happen to a lot of elderly, 
but they think it is going to happen to them, and they haven't the 
capacity to earn income after they have retired to cover them- 
selves* 
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Now we are at the problem of the elderly, and I wish you would 
share with us some of the concerns that the rest of the Administra* 
tion has for your proposal 

I represented the Senate on your task force on catastrophic, and 
so I know to some degree what you Lave struggled with to come up 
with your own recommendation, and that your own recommenda- 
tion is probably short of what you ideally would actually be recom- 
mending. 

Now, the rest of the Administration seems to be pulling you back 
even fiurtber. I am wonderin|( if you could share with us, say in 
principle, wheire tbey are conung from? 

It looks to me like tlie Chairman of the Council of Economic Ad- 
visors is the chief advisor to the President now on the subject cf 
catastrofdiic^heelth insurance. So is the Attorney GeneraL i don't 
know what either one of them have to do with the subject, but ^ey 
seem to be ihc^ chief advisers* What principles are t^ operating 
off of? Would one of them be that if you provide catastrophic, that 
is an open invitation to over>utilization? b that one of them? If so, 
what is the demonstrable proof that that can't be prevented? Do 
you get my point? 

Dr. BowxN. Yes. I don't think there is any secret, because it has 
been in the pi^rs. I would like to just recite essentially what has 
been stated there. 

Senator Durenbirobr* Maybe you can tell us a few things that 
weren't in the papers, too. 

Dr. BowxN. The fem is that a $4.92 premium would not remain 
$4.92, and surely it will not remain $4.92 if you index it We have 
recommended indexing it so tiiat it would remain budget neutral, 
fear it would not remain a pay-as-you-go plan. 

We have stated that we have many cost-containment features in 
the program now. One is the Gramm-Rudman-Hollings require- 
ment and one is the DRG ^ysbem. Other cost containment features 
are our peer^review system, and the capilation Bvabems we are 
moving toward that would help hold costs down; also there is the 
feet that the $4.92 premium and the $2000 cap would be indexed. 

There is also a fear about removing somettung from the private 
sector, and that is a legitimate fear. I don't want to remove busi- 
ness from the private sector that should not be removed, but I 
don't believe that what we have proposed would do that I think it 
would help to stimulate fiurther production of insurance programs 
and policies. The $2000 upper limit would still be there tor which 
individuals could insure. 

The things lliat Medicare has never paid for— for example, eye 
care, dental care, and dru^^s— could still be insured; plus, it would 
be only natural, then, to shde into long-term care coverage. 

The other prdblem is with our proposals fer individual medical 
accounts, and it is a legitunate concern: that it would reduce 
income to the Federal Government But again, mv counter-reaction 
to that is that long-term savings certainly are a boon to the econo- 
my. Also, the feet thai the combination of an IMA with insur- 
ance—and I woidd like to discuss that with you and draw you a 
little chart on it sometime— would prevent a lot of people from 
going onto Medicaid, and that is a long-term savings. 
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So> there are two sides to the is8ue> and I ceiiainly honor their 
opinion, and they have listened to mine. That iF where we are. 

The Chairbcan. That was a good line of questioning, and, Dr. 
Bowen, I am sure you could go on at length with that, but we have 
quite a number of Senators who have questions that concern them. 

Senator Pry or? 

Senator Prtor. Thank you^ Mr. Chairman. 

Mr. Secretiuy, this question relates to an area called "spousal 
impoverishment," and we are hearing more and more cases of el* 
derly couples who are forced now to divorce rne another, actually 
go into a court and get a divorce, in order that one of the spouses 
would be eligible for Medicaid nursing home care, and the spouse 
left in the community won't be totally destitute. 

This is a tragic area, a tragic gap iii the wall, and I think this is 
something that many of us in the Sei^te and on this committee 
are concerned with. 

I am wondering if your advisory panel or if you and your people 
are looking into this particular area of spousal impoverishment 

Dr. BowKN. In all honesty, I don't remember uiat specific topic 
coming up, but I do recognize that it is a problem. It is being £s- 
cussed in states right now, that is, what belongs to the spouse after 
a separation. I know that in our State of Indiana; it is one of our 
hottest issues this year. 

Senator Pryor. Mr. Chairman, a personal note if I might. 
Former Governor Bowen and I served together as governors of our 
respective states of Indiana aiid Arkansas, and I would just like to 
echo what Senator Packwood and others have said about his record 
and about his willingness to take on tough issues. 

I would like to throw you a little bouquet this morning for really 
taking on a true issue of miyor proportions in this counby. It is an 
issue that many of us associate with the elderly, and all of us are 
concerned with the elderly; however, the issue of catastrophic cov- 
erage or catastrophic illness, as you know Mr. SeCTetary, is not to- 
tally an elderly problem. In fact that 35 million individuals under 
the age of 65 have no insurance at all in this country— no private, 
no insurance company has written any kind of a voUcy on them. 
And I think this is a concern that many of us have had. 

I know that in my own family we have had some personal experi* 
ence with this just in the last few months, in a very catastrophic 
situation. 

And I also ask the question: Has your advisory group looked into 
any possible incentives— to the private sector or to the federal 
sector, or to the Federal Government— an incentive to encourage 
insurance on a broader base than we have now for more individ* 
uals? 

Dr. Bowen. We have recommended in our report that we work 
with the states to do several things. States can be very innovative 
in trjdng to get to the uninsured or the under-insured. One of our 
proposals would have states require that employers offer cata- 
strophic-type coverage. 

Also, a state could recommend such things as insisting on ade- 
quate coverage for medical expenses, catastrophic included, for 
motor vehicle registration. This would reach a lot of those who are 
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uninsured medically and whose lack of ins!irance causes some of 
the uncompensated care problem. 

States could recommend such things as guaranteed loans, for, ex- 
ample, for somebody who is 30 years old and works in a bank, has 
a pretty good income but has a baby that is a pound and a half 
who is in intensive neonatal care for three months at $1000 a day. 
The individual can't pay for it bXL now, but he or she could over 
time* 

Then, the formation of risk pools for those who are medically un- 
insurable* I think 10 states already have that type of a program. 

These are some of the innovative things that I think states could 
do, andl think our Department and the F^eral Government could 
work with them to stimulate more of thepe initiatives. 

Senator Prtor. Mr. Secretary, my third area of concern is this: 
Especially in the last year, we have seen many companias coming 
forward advertising Medigap insurance. 

Maybe I have been snowed ui lately and have watched an inordi- 
nate amount of television, Mr. Qiairman, but it seems like all the 
old great stars are coming on TV these days telling our elderly 
people, 'Tou need our particular insurance policy to protect you 
trom catastrophic illness.'' 

Now, we are a^peding today to a very vulnerable paH of the 
American population, part of the population that is livmg in abso- 
lute fear of what to do next and what could happen to them. 

I am wondering if within HHS— and this is my final question- 
there is any sort of a monitoring program you have to look at some 
of these policies? Do vou have a sort of consumer advocate's office 
there that advises elderly people when they call about a particular 
point that th^ might see on television or near on the radio or see 
m the newspaper? 

Mr. BuRKK. We are required under the Baucus Amendment to 
submit to Congress, every two years I believe, a report on Medigap. 
The report is overdue it is currently in our clearance process. 

This year's report will have some recommendations. We have 
asked our Inspector General .to look at the report and comment oh 
it He hasalao^pdEmixrlb^^ General Accounting Office, which at 
^^^he-requestr^^ngressman Stark, issued a report last November, I 
believe. And our Inspector General is working with them to look at 
their data, and we hope the report may in met have some recom- 
mendations in it along these lines. 

That is our only vehicle for overseeing this industry, because, as 
you know, states oversee insurance. 

Senator Pryor. Thank you. 

Dr. BowE>.4. The GAO has issued a report concerning Medigap, 
and we have been looking it over carefiilly. 

As Mr. Burke said, our Inspector General is looking over the 
report and also lookii^T into the problem. I would mention that one 
of the improvements in the Medigap industrv has been the Baucus 
Amendments that were put in place in 1980. This does pve some 
good guidelines, and tiiere has been some improvement smoe then. 

But again, there is not a lot of teeth in the Baucus Amendments, 
because they are just reporting requirements, rather than any 
follow-up; the states are responsiole for that. Senator. 

Senator Pryor. Thank you, Mr. Secretary. 
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The C^iAiRMAN. Thank you very much, Dr. Bowen. 

Knowing the competing demands for the time of the members of 
the committee, let me review again the order of questioning: Sena- 
tors Danforth, Daschle, Rockefeller, Moynihan, Wallop, and Mitch- 
ell. 

Senator Danforth? 

Senator Danforth. Thank you, Mr. Chairman. 

Mr. Secretary, clearly this is going to be a year of intense activi- 
ty in the Congress to address the catastrophic health care problem. 
A number of us have been working with this for years, recognizing 
the tra^ed> for individuals and families who are ttu*eatened by 
being wiped out by unexpected health care costs. You have broken 
the problem down into three areas, two of them relating to the el- 
derly—acute care for the elderly and long-term care for the elder- 
ly—and then a third cat^ory of being the rest of the population. 

Correct me if I am wrong. I take it that by "acute care for the 
elderV you mean hospitalization, relatively expensive intensive 
care, sometimes heroic efforts to provide health care for people in 
hospitals. Ifj that correct? 

Dr. BowiSN. That is correct. It is usually those who are in longer 
than what the Medicare prc^am allows for. Admittedly, that is a 
small percentage; I believe it is aliout three percent that are vul- 
nerable. 

Senator Danforth. About three percent of whom? 

Dr. BowEN. All of the elderly. 

Senator Danforth. Three percent of the elderly. 

Dr. Bowen. But that doesn't keep the other 97 percent from wor^ 
lying about their finances, their health, which will nm out first. 
That three percent represents many people whose savings can be 
wiped out. 

Senator Danforth. And then, the long term, the people who 
would be under the category of "long-term catastrophic," that 
would be people who don't have an acute medical problem but who 
are residents in nursing homes, they need some sort of custodial 
care? Is that correct? 

Dr. Bowen. Tlnat is correct. I suspect the mEgority of those are 
Alzheimers and stroke victims. 

Senator Danforth. Would that be a much greater number than 
the acute care people? 

Dr. Bowen. It would be much greater, right. 

Senator Danforth. Much greater. Do you have a percentage on 
that group? 

Dr. Bowen. I think about five percent of the population are at 
risk for being admitted into a nursing home. For every one who is 
in a nursing home, there are four others out there that could be, 
but are being cared for by family and friends. Thds is something we 
desire to maintain. 

Senator Danforth. Keep them cared for in their own homes? 

Dr. Bowen. If at all possible, yes. 

Senator Danforth. is there a possibility that the design of a cat- 
astrophic health care plan would increase the number that would 
be cared for in a nursmg home, as opposed to those who would be 
cared for by their families? 
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Dr. BowEK. I suppose that is a danger, but I think the desire of 
the individual and of the family would be to keep the individual at 
home if it is at all possible for the family to take care of them. And 
I think that would be a big reason why the increase would not be 
great. But yes, I think if coverage were complete, there would be 
the risk of mcreased utilization. 

Senator Danforth. And then, under the category of the rest of 
the population, are a lot of the patients within that category in- 
fants in the early months of life who are cared for— premature in- 
fants? 

Dr. BowEN. Of course, this would include all people up to thr age 
of 65. One of the most expensive things that can happen to an inm- 
vidual would be, as you say, to have a premature infant who is in a 
neonatal care center, oftentimes at $1000 to $1400 a day for several 
months. 

Others would be bum victims, for example, who are in for long 
periods of time, and heart patients, transplants, and so forth. 

Senator Danforth. Among these three different categories, acute 
care and long-term care for the elderly and then everyone else in 
the jwpulation, do you have a view as to the relative difficulty and 
relative expense of us, the government, doing something meaning- 
ful to address this problem? Which of these three areas would be 
easiest? I mean, none of it is easy to get our handle on, but which 
would be the easiest, do you think? 

Dr. BowEN. In my judgment it would be the long-term care, 
simply because the average cost of a nursing home today is about 
$22,000 per year. And if there are as many— well, I will just stop 
there. 

Senator Danforth. Okay. Now, your trigger for what constitutes 
"catastrophic," for catastrophic coverage purposes, is a fixed dollar 
amount, $2000 a year? 

Dr. BowEN. That is for acute catastrophic care. 

Senator Danforth. Only for acute? 

Dr. BowEN. That is only for acute care, that's right. 

Senator Danforth. Would it make sense to have that figure be 
adjustable according to the income of the family? In other words, 
$2000 for a very well-to^o family is not catastrophic; $2000 for an 
impoverished family is catastrophic. Would it make sense to have 
some sort of income test for what constitutes "a catastrophic ill- 
ness : 

Dr. Bowen. That is an option, and we do have it in our report, as 
one of the ritematives. That is a type of means-testing. 

And you are so right— what is catastroohic to one individual is 
not catastrophic to another. It would make the administration of 
the program much much more difficult, but I guess nothing is im- 
possible these days. 

Senator Danforth. Thank you. 

The Chairman. Thank you very much. Senator Danforth. 
Senator Daschle? 

Senator Daschle. Thank you, Mr. Chairman. 

I was very interested in Senator Danforth's line of questioning, 
because it was similar to questions I was intending to ask. 

With regard to the definition of "catastrophic," you mentioned 
the $2000 figure for acute care. Could you elaborate? What in 
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terms of long-term care, and how does that relate to the so-caiied 
"other group^' that you were defining with Senator Danforth? 

Dr. BowEN. I am not sure I understand what you are getting at, 
Senator. 

Senator Daschle. You said that for purposes of your definition, 
in the area of acute care anything exceeding .^2000 was considered 
"catastrophic." Am I correct? 

Dr. BowEN. Yes. 

Senator Daschle. And in terais of long care, what is the figure 
that you would fix to a "catastrophic" definition? 

Dr. BowEN. We have not eiffixed any figure for catastrophic long- 
term care. 

Senator Daschle. For purposes of legislation, then, what would 
you suggest to this committee with regard to how we would define 
it? 

Dr. BoWEN. Well, it would depend on whether or not you would 
want to account for income, and i think that would have to be a 
choice here. 

Senator Daschle. Well, what is your specific thought on that? 

Dr. BowEN. Well, we have set it for $2000 for the acute cata- 
strophic care, but realizing, again, that it is one of the things that 
you can adjust up or down, and can choose to include in it long- 
term care. 

Senator Daschle. Have you taken a position personally. Dr. 
Bowen, with regard to how one defines "catastrophic care" for 
long-term purposes? 

Dr. BoWEN. No, we have not. 

Senator Daschle. Do you intend to? 

Dr. BoWEN. All I can say is that we will study it. 

Senator Daschle. As you analyze the situation with regard to 
catastrophic illness across the board. Senator Danforth was asking 
how catastrophic illness relates to the various groups that you have 
provided in your defmition of these kinds of illnesses. In terms of 
percentages, has HHS done any analysis with regard to the break- 
down of catastrophic illness in terms of long-term care, in terms of 
acute care, in terms of other groups? How does it all fit in the pie? 

Mr. Burke. I think. Senator, you first have to define what you 
mean by "catastrophic". 

Senator Daschle. That is why I was asking the definition at 
first. 

Mr. Burke. The number that we took, the $2000 cap, is in fact a 
flexible number^ it has an impact on different people differently. It 
is not $2000 in expenses for every individual. The $2000 is out of 
pocket, which means you could have incurred medical expenses of 
anyv/here from $6000 to $10,000, because Medicare requires the 20 
percent co-pay, and there are also incurred outK)f-pocket expenses 
that are not included in the cap, for example eye care and drug 
care. So the $2000 out of pocket cap is somewhat of an arbitrary 
number, in a sense, but it is in fact a higher number than what it 
flrst appears to be. 

On the long-term care side of the ledger, I would think if you 
wanted to define a catastrophic number, you would have to link it 
somehow to income, because you would have to define "catastroph- 
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ic" as a function of one s income and resources. We have not done 
that, and it is not one of the options considered in our report. 

Senator Daschle. My purpose in asking the question is that I ob- 
viously haven't h^d the benefit of some of your work so far and is 
in analyzing just how you see the problem: 

But clearly, you see the problem as more severe in terms of long- 
term care than you do of, say, prenatal care, or acute care among 
other groups of perhaps in my age category. In providing your rec- 
ommendations, you are making some assumptions that I wish I had 
before me, because it is unclear, it seems to me, for purposes of cat- 
astrophic care, that it is more important to provi^ assistance to 
those over the age of 65 than it is for a voung family who has just 
suffered through a severe catastrophic illness for which your plan 
would have no special attention. Is that correct? 

Dr. BowEN. That is why we have broken it down into three sepa- 
rate groups. Our studies show that there are different groups with 
different problems, depending primanly on age. The same solutions 
are not going to work for all people. 

The solution for long-term care is far different than the solution 
for the under age 65 group. 

Senator Daschle. Perhaps, then, I misunderstood; but are you 
not advocating a program primarily for long-term care and not for 
the other? 

Dr. BowEN. No. We have them broken down into three separate 
parts, and we have recommendations for each of these three 
groups. They are totally different. 

Senator Daschle. You are suggesting that the legislation take all 
three of those groups in an equal fashion, in terms of addressing it 
for bgislative purposes? 

Dr. Bowen. Almost three separate subject matters, really. 

Senator Daschle. Thank you. 

Senator Packwood. Senator Mitchell, I believe. Did Senator 
Rockefeller come before Senator Mitchell? 

Senator Rockefeller. Thank you, Mr. Chairman. 

Dr. Bowen, first let me say that I had the honor to serve when 
we were both governors, and I admired you then and I admire you 
now. 

Dr. Bowen. I remember the miners strikes in both of our states. 

Senator Rockefeller. One observation, triggered by what Sena- 
tor Pryor had to say, is the question of confusion with the elderly. 
Not only is the Medigap matter enormously confusing to the elder- 
ly—and I think that is very clear— but this Jimmy Roosevelt Com- 
mission for Social Security. 

Every week I get checks for $10 bills in my office here in the 
Senate asking me to send it on to the Commission for Social Securi- 
ty, to protect Social Security, which is for Jimmy Roosevelt's com- 
mittee. The people hear the name Jimmy Roosevelt, and they 
think, "Well, that must be correct; Social Security most be in trou- 
ble. So I am going to send money.'' And I think it is one of the 
great ripofTs of seniors in our country. 

I say that only because I hope" when all of this process is 
through, that we will be very clear— that our guidelines will be 
clear, and the communication with seniors and those who are not 
yet seniors about catastrophic illness and what we are going to do 
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about it are clear, are made cohesive and understandable. I don't 
ask for an answer on that, but I think it is something that is very 
important. 

Within the long-term care business, obvious! home health care 
is a factor. There are figures which indicate that the average Medi- 
care home visit costs about $42, or at least did in 1984, but a day of 
nursing caie in a nursing facility might be $72, and a day in the 
hospital mi^ht be $300. So, there appear to be clear advantages, at 
least financially, for home health care as part of the addressing of 
this long-term health care problem. 

Now, there is a problem within home health care relating to this 
thing called "intermittent care,'' and that is, if after two or three 
weeks of getting home health care a doctor does not see a declining 
need for sendee, then the beneficiar;^ is made ineligible for home 
health care, in which case that patient may have to go off to a 
nursing home that may have to be paid for by government funds, 
all of which seems to me to be coimterlogical and certainly more 
costly to the Federal Government. 

Can I ask you. Dr. Bowen, whether or not this home health care 
matter is important, in your judgement, as an alternative for the 
long-term health care problem? 

Dr. Bowen. I think there is no question that the patient should 
be taken care of in the least re'itnctive environment, but making 
sure the quality of care remains there is important. Home care can 
be less ^pensive. We have recognized this in Medicaid; we have es- 
tablished what we call "home and community-based waivers" for 
Medicaid, giving the states the opportunity to use home care rather 
than institutionalization. 

Further, Dr. William Roper, who is the administrator of HCFA, 
and his staff have met with the home health care industry just in 
the last two weeks, and they are exploring ways to increase and 
improve home health care. 

We are also domg a special study on that. We expect to finish it 
wivhin a year. 

Senator Rockefeller. People in West Virginia— social workers 
and nurses and others— tell me it makes so much difference to 
people, getting care in their home, seniors getting care in their 
home. 

I have been in many of those homes, and it is all the difference 
in the world. But the money for that seems to be declining. The 
oppc7.i;unitie8 aren't there, and the priorities aren't there. I think 
that is one of the reasons thafr"some of us are looking really very 
seriously at home health care as a cheaper alternative for tne ex- 
penditure of government funds. 

Dr. Bowen, would you make available to this committee any 
numbers that you might have as to those people who, because of 
the so-called intermittent'' definition under home health care, 
have to get out of the home and be put into institutional care, 
which perhaps could be more expensive to the Federal Govern- 
ment? Covld you make figures like that available to us, if you have 
them? 

Dr. Bowen. If we have them, I assure you that they will be made 
available, and Dr. Docksai will be working with your staff to obtain 
those, if you want. 
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Senator Rockefeller. One final question, Mr. Chairman. 

The White House raemoraiidum just prior to the IVesident's 
speech last ni£:ht» attached tc the speech, basically said that any 
catastrophic illness coverasro should be voluntary » not a new gov- 
ernment entitlement, and that the proposal must be budget-neutral 
without the explosive potential of program expansion. 

Dr. Bowen, I don't mean to put you on the spot, but isn't it really 
quite impossible for us to be discussing catastrophic health care 
and making it better in this country in its variety of forms without 
at least some form of budget implication? 

Mr. Burke. Senator, in the report, the recommended option of 
$4.92 a month would be added to the Part B premium. The Part B 
program of Medicare, as you know, is optional. So, in that sense it 
IS optional. 

Tlie other statement you made about the need for budget neu- 
trality is certainlv also true. I don't think people seek catastrophic 
care. I -^^nn't think you are going to get a natural explosion of utili- 
zation, since it is unlikely the elderly would "line up" outside of 
the hospital to get in for their 150th day of coverage. This sort of 
thing has its own constraint on utilization, and we are not likely to 
see explosive utilization that we wotdd see in other areas such as 
the one you mentioned, home health care, which is the fastest 
growing component of the Medicare program today. 

Senator Rockefeller. Yes, I understand that, and I understand 
also the problem of people coming out of the woodwork, too, for ex- 
ample, wit? . home health care. I understand that has implications. 

Dr. Bqwen, I just think you have tri^ered something reallv im- 
portant in this country, and you are a breath of fresh air as far as 
a lot of lis are concerned. I look forward to working with you to 
make this work for our people. 

Dr. BowEN. Thank you. 

Senator Rockefeller. Thank you, Mr. Chairman. 

The Chauuian. I must say I am impressed with the very serious 
line of questioning. Doctor, that you are being subjected to. It 
shows the deep interest of the members of this committee. 

The next person will be Senator Mitchell. 

Senator Mttchell. Thank you, Mr. Chairman. 

I have a statement which I would like to ask be submitted for 
the record. 

The Chairman. Of course, without objection. 

Senator Mftchell* Dr. Bowen, I commend you veiy much for 
what you are doing. It is regrettable that you have so little support 
within the Administration. You will fmd a great deal more support 
in the Congress in this area. 

But without meaning to diminish what you are doing— it is very 
important— I think it is si^ificant that your principal proposals 
deal with what are the smallest part of the problem. 

On page 5 of your statement, you divide the catastrophic illness 
problem into three groups: First, the elderly facing acute care; 
second, the elderly facing long-term care; and third, the general 
population under the age of 65. 

It ought to be made clear and emphcisized that the second group, 
the elderly facing long-term care, that comprises 80 percent of the 
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total cost of catastrophic expenses for the first two categories— that 
IS, the elderly— and somewhere in between a half and three-fourths 
of the total cost of catastrophic expense for all three categories. 
And yet, that is the one area that is pretty much ignored in your 
proposal. 

While your proposal r^arding acute care, and that goes to Part 
A and Part B and goes to the first cat^oiy— it is commendable, 
and we have to do something in that area and will do something- 
it ought to be noted and the American people ought to be made 
aware that that is a minor part of the problem. Ulie biggest ex- 
pense is in the second cat^ory. And the onlv thing offered there is 
soiled "individual medical attention.'* 

Now, the fact is that Individual Retirement Accounts simply 
were not utilized by the persons who will l)e most in need here— 
that is, persons of low and lower-middle inoames. If memoty serves 
me correctly, only about 10 percent of taxp^jring units, famiUes 
with incomes below $30,000 a year, use JBJi. The obvious reason is 
they didn't set aside money for retirement because they didn't have 
money to meet their current living expensc^\ 

My question to you is: What evidence is there to suggest that, 
even if Congress were to create IndividueJ Medical Accounts, that 
any large numbers of families with incomes below $30,000 a year 
would utilize them? 

Dr. BowKN. I don't think there is any way of knowing how many, 
but I am certain that there would be some. Any number would cer- 
tainly be an improvement. 

We ^ave to remember, aleo, that the Federal Government is al- 
ready paying a large portion of the lonfif-term care bill. I thiiik 40 
percent of all Medicaid funds go to nursing homes, and 50 percent 
of all nursing home payments are from Medicaid itself. 

But I think you are right; our recommendations on acute care 
have garnered the most attention; but that is through no fault of 
oura. We have treated them equally in our attempt to solve the 
problem. I guess it is because we recommended addmg an extra 
premium and creating an expansion of an entitlement program 
that it lias received the most attention. 

But I would like to draw attention to the fact that we also recom- 
mended in our report that somebody at the age of 55, purchasing a 
catastrophic coverage plan, should receive tax preference. But 
^am, as a result of the tax changes, that may not be the option 
that many of you may like, because it would tend to reduce income 
to the government in the future. But it is still an option. 

Senator Mitchell. Let me just point out, on that point, that Sen- 
ator Rockefeller pointed out that the President last night, not in 
his oral statement but in his detailed submission, said that it has 
to be budget^neutral. An Individual Medical Account would be 
budgetz-neutral only if no American used it. To the extent that 
Americans use it, it violates the principle laid down by the Admin- 
istration. 

Thus, it is clear that your proposal is inconsistent with the Presi- 
dent s guidelines. I don't thmk you are wrong, I think the guide- 
hnes are wrong; I want to make that clear. As I said, I think you 
have done a very good job. 
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But it seems to me we have got to get at what really is the heart 
of the prdi>lem» 80 percent of the problem with respect to elderly^ 
and a substantial majority of the total problem. That hasn't been 
done, and I ask you if you would devote vour energy and effort to 
coming up with what I would hope would be a more meaningful 
and substantial proposal in that important area? 

We are going to pursue Uiat vigorously here in this committee^ 
and I know the House will as well. 

Dr. BowxN. We will have it, obviously, as a continuuig study 
and, as I stated in my remarks, I will be happy to work with the 
Congress and the Administration to see if we can't come to some 
solution for this very, very serious problem. 

Senator Mitchkll. Weu, I thank .^^^u vexy much. Doctor. Thank 
you for vour testimony, and we do xook forward to working with 
you on that 

Dr. BowxN. Thank you very much. Senator Mitchell. 

Senator Beadlky. Dr. Bowen, if you could, try to answer the 
question in part as ? doctor, and in part also as a government offi- 
cial. 

We have put in the DRG's ia oiider to improve the efiiciencv of 
the Health ^}are Delivery System* They are bq^inning to do that; 
hospitals are now cost«ensitive in a way that they have never been 
before. 

The effect of the DRG's, particularly in this period of transition, 
is also to put people out of hospitals sooner than they would have 
been in the past ^d prospectively, this will be the case more and 
more. And there will be mistakes. 

It to me that in this kind of environment there is an even 
greacer need for home care coverage, don't you agree? 

Dr. BowBN. In my jud^ent, there is always a need for home 
care coverage, because it is the most desirable for the patient, be- 
cause it is ike least restrictive type of care, and because patients 
like it better. 

Senator Bradlsy. Well, would you support legislation that ex- 
pands home care services, that Medicare will cover? 

Dr. Bowxn. Providing we could make sure that the quality of 
home care remains comparable to what they could h 7e gotten oth- 
erwise. 

Senator Bradlicy. And how do we assess whether the quality of 
care would be comparable? 

Dr. Bowxn. We have in place our Peer Review Organizations 
who are reviewing essentially all of the elements of care, to make 
sure that it was proper, to make sure that it wae indicated, to 
make sure that tne payments were proper and that admissions 
were proper, and that their releases were proper. 

I think that the biggest elemen;* of quality is in the physician 
him or herself. Bein;; a physician, ^ suppose I could be accused of 
being prejudiced, but 1 tnimc they do ^ant to provide quality care. 

Senator Bradlky. Is quality your only concern, though? 

Dr. Bowxn. Well, cost certainly has to be a concern, but it would 
be seconda^ to quality. 

Senator Bradlkv. Well, let me give you an example: An elderly 
citizen that I know in his late eigtitvdfi recently fell and broke his 
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hip. Now, the hospital said that he had to have an operation. They 
said, ''You can stay in here x-number of days and no longer." 

Now, at t^e end of those x-number of days he had to start paying 
$3-400 a day, or leave the hospital. There was no way that he could 
have maintained himself outside of the hospital— no way— without 
home care. 

Now, this is duplicated in circumstance after circumstance after 
circumstance, ana it seems to me that there is a strong case for ex- 
panded Medicare coverage for home care. And the orly way to de- 
termine quality and cost is if you pusn the home care services out- 
ward and Medicare to cover the cost. Don't you agree? 

Dr. BowsN. Yes, I think that is a true statement. 

Senator Bradley. Well, specifically, you know the Medicare 
covers home care when the elderly person is home bound and when 
the care is intermittent. And I will be interested to see the statis- 
tics that you give Senator Rockefeller on that. 

But the fact of the matter is, some people are getting Medicare 
coverage where neither one of those things apply, and yet they 
clearly need home care. The elderly person I am talking about 
wouldn t have qualified but clearly needed home care. 

So my question to you is, don't you think that we need to expand 
the Medicare guidelines, specifically? 

Dr. BowEN. We are having stumes performed right now on the 
subjects of quality and utilization, and I think the subject you 
brought up with respect to home care should be a part of that 
study. 

^ Se^nator Bradley. Have there been studies done in the past by 

Dr. BowEN. On your specific issue? 

Senator Bradley. Yes, on cost-effectiveness of home care? 

Dr. BowEN. I have not seen them, if there have been any. 

Senator BRADMnf. Well, they have been studying them for about 
three years, during which time they have attempted to stop any 
move m the committee to do anything on home health care cover- 
age for the elderly under Medicare. So, I really hope that you will 
get us the results of your studies. 

Dr. BowEN. Okay. 

Senator Bradley. And I am pleased that you support the idea. 

Let me ask you one other question as a physician: Do you agree 
with Dr. Koop on smoking? 

Dr. BowEN. Sure. I think smoking is very, very unhealthy. 

Senator Bradley. What do you support to curtail smoking in the 
country? 

Dr. BOWEN. Pardon? 

Senator Bradley. What do you specifically support to curtail 
smoking in the country, so that we can reduce what Medicare has 
to pay for heart disease and cancer and emphysema? 

Dr. BowEN. Educational efforts that continue to tell the harmful 
effects of smoking are important. This is especially true as we deal 
with our young people, because it has been shown that the younger 
you start smoking, the more apt you are to continue. I think this is 
a fertile area in which to do education. 

Senator Bradley. Would you support an increase in the cigarette 
tax? 
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Dr. BowEN. If you will look back in the report that we put out in 
1983 when I was Chairman of the Advisory Council, v/e did support 
an increase in the cigarette tax to support the sagging income for 
Medicare. 

Senator Bradley. A kind of education. So, you would support an 
increase in the cigarette tax? To 32 cents? 

Dr. BowEN. I don't think I am prepared to answer a statement 
like that. 

Senator Bradley. But you would like to see it go up. 

Would you support a disallowance of the deduction for advertis- 
ing expenses for tobacco companies to lure these young people you 
are so concerned about into the consumption of t^^bacco, which will 
shorten their lives? 

Dr. BowEN. I should simply say that we shall enforce whatever 
law you pass. 

Senator Bradley. So, you basically are copping out? [Laughter]. 
Dr. BowEN. No, I don't think so. 

Senator Bradley. Well, my time is up. At least we got you on 
record for a tax increase. 
Senator Riegle? 

Senator Riegle. Thank you, Mr. Chairman. 

I want to say to the witness that I am pleased to have you here 
this morning. I had the Security Subcommittee upstairs in the 
Banking Committee, and we have been deeply involved in the hear- 
ing today on the subject of corporate takeovers. So, I would have 
been here earlier but for the need to be present at that hearing. 

I want to say at the outset that I personally appreciate the lead- 
ership you have shown on this issue and the fact that you have 
taken hold of it and helped bring it forward, helped focus the 
debate both Li the country and within the Administration within 
the Cabinet. 

When did you get started on this? The President mentioned this 
now, as I first recall, over a year ago, that we needed to take a look 
at catastrophic illness and how we might help senior citizens, par- 
ticularly, deal with it when it occurs. Am I right in terms of this 
being something that he first mentioned over a year ago? 

Dr. BowEN. The President, in his State of the Union address— I 
believe it was in February of last year — charged me with the re- 
sponsibility of finding ways for the private and public sectors to 
work together to soh'e the problem for catastrophic illness ex- 
penses for all age groups. 

Senator Riegle. And when did you start with your study? 

Dr. BowEN. Oh, we began almost immediately after we received 
that charge. I suspect we have been going at it for nine months 
now. 

Senator Riegle. Nine months? 
Dr. BowEN. Yes. 

Senator Riegle. And when did the group that has undertaken 
this effort finish its work? 

Dr. BowEN. I believe the report was issued sometime in Novem- 
ber. 

Senator Riegle. In November? 
Dr. BowEN. Yes. 
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Senator Riegle. So, it has been available since November. We 
are now at the end of January. I take it that this has really 
touched off something of a firef.torm within the Cabinet. This is the 
view one gets, because you have been asked to do the study, you 
have made the recommendations, it is clear-cut, but the President 
hasn't endorsed it. 

I am troubled about that, because it seems to me that you are 
the chosen person to lead this effort— you have done it, you have 
developed a proposal, you brought it forward after a year's effort. 
But unfortunately, there is no recommendation from the President. 
You are not able to bring one in today. And I gather that there is 
some sort of struggle going on, where somebody must not like what 
you have brought in. 

Dr. BowEN. Let me state that the President is not insensitive to 
the problem. If he were, he would not have asked us to do the 
study. And I know that he is agonizing over the approach to it. I 
also know that it is the desire of the Administration, as it is mine, 
to keep as much of it as possible in the private sector. 

The part that has caused the most controversy is that which is 
really the smallest part of the whole issue, and that is acute care 
for the elderly; our report does advocate an expansion of the cover- 
age for Medicare beneficiaries through an added premium to Part 
B. 

Senator Riegle. But obviously you have a personal background 
in medicine, and so you are a person who brings some very particu- 
lar knowledge to this. And after all of those months of study, for 
you to make that recommendation says to me that you felt that 
was an urgent problem, and that that is clearly the best way to 
solve it. Shouldn't I read that into the fact that that was the rec- 
ommendation that you and your group reached? 

Dr. BowEN. Yes, and we have so stated in our report. But we also 
studied some 50 different options, many of which are included here. 
Our preferred optior. is our opinion, and if others don't agree with 
it, well, thats fine, too. But I have stated many, many times that, 
even if our suggestions are not followed, the very fact that the im- 
portant subject has been elevated to the level it has, and that it is 
receiving good debate and discussion, indicp ;es that something good 
will follow from it; my feelings are not going to be hurt as long as 
something good comes from it. 

Senator Riegle. Well, I would agree with you on that. The prob- 
lem^ is that sensitivity about the problem doesn't mean much if we 
don't do something. And that is why you have worked so hard on 
it, you have made the recommendation. 

1 guess I am a little troubled about where we stand right now, 
because I saw you last evening when we sat not many seats apart 
on the floor of the House to listen to the P'-esident with the State 
of the Union message. He is concerned about education, and we 
have a budget proposal to cut the money for education. He is con- 
cerned about the drug problem, and we have a proposal to cut the 
amount of money to carry out the drug program that we just en- 
acted, just a few months ago. And there is a sensitivity and a con- 
cern about this problem, but there is no recommendation. 

I don't hold you at fault for that, because you have obviously 
done your work; but it looks to me that the Administration, for 
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whatever the reason, either can't make up its mind, or won't make 
up its mmd. 

I mean, we are here today, all of us, to try to move this thing 
ahead, and I guess that what you have to say to us is that while 
you have an opinion as the Cabinet Officer in charge, the Adminis- 
tration has no opinion at the moment, that it is still trying to make 
up its mind and therefore doesn't have a proposal to make to us at 
tne present time. 

Dr. BowEN. The final decision, as I read into the supplemental 
report the President issued, will be forthcoming shortly. 

Senator Riggle. Any idea when? I know my time is up, but do 
you have any idea? 

Dr. Bo WEN. No, I can't give you any timetable. 

Senator Riegle. Do you thmk it is likely to be weeks? Or is it 
months? 

Dr. BowEN. No. I would think, when the President says, "Soon," 
that would be soon, and that would be within a few weel^. 

Senator Riegle. But I gather you don't know precisely yourself 
when we are going to get a final answer here. 

Dr. BowEN. No, I don't. 

Senator Riegle. I thank you. 

The Chairman. Thank you very much. Senator Riegle. 

Dr. Bowen, figuring reimbursement for Medicare based on a pro- 
spective basis, on DRG's, there is a great incentive for hospitals to 
dOs'^harge patients, perhaps sicker than they were under tne previ- 
ous sjrstem, and an increased demand for home health care and 
community based services, more than ever before. Yet, at the same 
time we see the General Accounting Office charging the agency or 
charging the Department for the laxity in practices of reimburse- 
ment for home health services. And we have seen one of the msgor 
health trade associations talking about issuing a call for mandatory 
standards to improve the quality of training for home health care 
services for the personnel involved. 

So, as a part of overall effort to improve transitional care from 
the hospital to the home, should we address the question of home 
health care services? Do you have any specific suggestions for this 
committee in that regard? 

Dr. BowEN. I don t think I have any specific ones today, but I 
want to assure you that quality of care, irrespective of where it is 
given, is one of our chief aims. The need for an increased amount 
of home care— again, providing the quality can be retained— would 
be a move in the right direction. 

The Chairman. I recall Senator Heinz and I sponsored legisla- 
tion to try to further address the intermittent health care prob- 
lems, and we finally lost that one in conference. It is an area that I 
still think has not been resolved and needs to be addressed. 

Dr. Bowen. Dr. Roper, the Administrator of HCFA, and I have 
been intensely interested in this subject, in really defining "quality 
of care" in the various areas where care is given. We have aire?,dy 
had one conference on that topic with all of the health care indus- 
try. We are all working hard to define what we mean and expect 
from the term "quality of care" and how to judge it. That is the 

Eroblem, how do you measure it? Right now the only method we 
ave is mortality and morbidity statistics. And from mortality sta- 



109 

tistics, we can show that we don't think quality has deteriorated, at 
least from that standpoint. 

The Chairman. Doctor, I know the other commitments you have, 
but I would now defer to Senator Durenberger for any questions 
that he might have. 

Senator Durenberger. Thank you, Mr. Chairman. 

Obviously we all have questions, but I respect your time and the 
Secretary's. I understood that maybe we were waiting on Senator 
Baucus; and, if so, I would be glad to ask some questions. If we are 
not, we can withhold my questions. 

The Chairman. We will let those gentlemen— there are others 
who are not here but have questions— submit them for the record 
if they are not here by the time you finish speaking. 

Senator Durenberger. All right. If I mignt, then, I have just one 
or two questions for the Secretary. And if I may go back to the 
principles area where we were before, since we are not going to 
agree today on what kind of a program the Administration is going 
to send up, maybe we can get some idea of some of the principles 
that are involved. 

My last question to you, Mr. Secretary, was on the issue of over- 
utilization. If we make it possible for everyone in America to spend 
$2000 a year out of their pocket and then get free health care after 
that— and this is an exaggerated theory of catastrophic— a lot of 
people are going to stand up and say, lley, we can^ afford to do 
that. 

Your response to that question was that we have in place and 
are putting in place— and you repeated it a couple of times— utili- 
zation control of one kind of another, and that includes peer review 
and some other. 

I would like, maybe for the record, for you to talk to us a little 
bit about case management in the Medicare System, also. In other 
words, where do you think we should be headed in terms of a 
system helping people to decide how much of what kind of health 
care provisions they have to get. 

But let me get to another important principle that is sort of a 
political principle, and for me it is a generational principle which 
IS terribly important as we go about reforming Medicare: I would 
like to see us expand the benefits of the basic Medicare program, 
but I would also like to see us continue to privatize this health in- 
surance system. And I think you agree with that, because that is 
the Administration's philosophy and your own. 

Tomorrow I think we are going to have the subcommittee hear- 
mg where we talk about where Medicare is at, and I hope at that 
time we hear about PHPO, the Private Health Plan Option, so that 
maybe Beryl Sprinkle and Ed Meese and all of those guys could 
tune in and find out that their own administration is privatizing 
the Medicare system, and all you are suggesting we do is add a 
very important benefit to this private health plan over which all of 
these insurance companies fight to sell to the elderly. 

Now let me get to the principal point of the question, and that is: 
Who should pay for catastrophic? 

If you set up an ideal catastrophic now, as you have suggested, 
you are putting the payment for acute care catastrophic into a pre- 
mium, meaning all beneficiaries 65 and over and disabled, and so 
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forth, will pay for the catastrophic out of an annual or a monthly 
fee. 

There are other ways to do that, which would combine a premi- 
um and some cost-sharing for utilization. You could say for each 
day in the hospital you will pay 10 percent of the cost. Or you 
could do it with a deductible, or some combination thereof. 

Let me ask you, is it a principle to you, and do you think to tUs 
Administration, that the benefitting generation or the beneficiaries 
should pay for added benefits like catastrophic, or should we have 
them pay part of it and let their children, in the form of a pajrroU 
tax, or their children in the form of a general tax such as we use 
for Part B, pay for these benefits? 

I think you can see the significance of that question. It would 
help us a great deal as we try to design what people my parents' 
age really need. 

Dr. BowEN. In my personal judgment, I am a "pay-as-you-go" 
man, and I think that is the best way to proceed rather than to 
have an intergenerationed transfer of the responsibility. 

Senator Durenberger. Well, we already do a certain amount of 
that, obviously. We have — what?— two and a half percent of my 
payroll, or in fact 5 percent of payroll, that is going to pay already 
for my parents' access to Medicare. What you are saying is, if we 
add more benefits, those benefits ought to be paid for by the bene- 
fitting generation. 

Would you say that that might be particularly true, and maybe 
the record can show us why, because the savings— the 65 percent of 
American elderly today who are out there responding to every 
over-65 movie actor other than tl ^ President trying to sell them 
catastrophic insurance— the savi^^s from not taking their fears 
and buying into this stuff that is being sold out there, could be 
used for premiums, and, something else, the savings could go right 
into their pockets? 

Dr. BowEN. Yes. But again, you are working against private in- 
dustry, so to speak; but private industry should be regulated to the 
point that what they are selling is fair to the purchaser. 

I don't know if I can give you, the exact figures of those who 
have multiple policies that are overlapping and that are unneces- 
sar>s some of which go as high as $1000 or $1200 a year, but that is 
the exception. I don't want to exaggerate here. Some of the policies 
are absolutely good and do the job that they are supposed to. 

Again, I want to compliment Senator Baucus, because the 
amendment that he sponsored has made that industry much more 
responsible and better. And I appreciate that. 

The Chairman. Senator Baucus, I think with that kind of an 
entre, you can start questioning. 

Senator Baucus. Thank you, Mr. Chairman, and thank you, Mr. 
Secretary. 

I recall that the 1980 amendment asked the Department to 
evaluate the program and to make recommendations as to how the 
program can be improved, if indeed improvements are necessary. I 
say that because I understand that earlier today Senator Pryor 
a^ed about tlie amendments, and ^ ou, Mr. Secretary, responded 
that there is a problem involved, namely that states are not re- 
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quired to take any action until they find that the premiums are 
overpaid compared with a fair return on the policy. 

I wonder, do you have any off-the-top-of-your-head views as to 
how we can improve upon those amendments so that there are 
some teeth involved? Or, second, if you are not able to do so now, 
whether the Department in fact, as required in those 1980 amend- 
ments, will send up to us the Department's recommendations for 
improvements? 

Dr. BowEN. It is my understanding that the r^ulations are ad- 
ministered primarily by the states. The insurance companies report 
to the state insurance commissioners what their anticipated pay- 
outs are going to be, but they don't necessarily end up being what 
they anticipate. There is no follow-up on that as to whether they 
could have met the required amount or not. 

So, working with tne insurance commissioners of the states to 
correct that so that there would be a little more chocking on insur- 
wice companies' reports— that p^robably would'lnake it more effec- 
tive, but, again, you would have 50 people to deal with on this issue. 

Senator Baucus. I hope to see the Department's recommenda- 
tions, because I think that would be very helpful, since you have 
some experience here. 

Second, can you tell us what "shortly" means, when ths Presi- 
dent last night said he would be sending up catastrophic msurance 
to The Hill shortly? When can we expect to see that recommenda- 
tion? 

Dr. BowEN. I honestly cannot answer it. "Shortly," to me, is a 
very few weeks at the most. But I cannot answer that question. 

Senator Baucus. Can you tell us here today whether any of the 
options that the President was talking about a year ago in this gen- 
eral area have been ruled out? Because last night it sounded like 
he was suggesting catastrophic insurance only for the elderly and 
not for any other groups; although, a year ago he spoke generally 
and suggested that we should address the general question of cata- 
strophic insurance. 

Have any of the options that the Administration has been look- 
mg at been ruled out? 

Dr. BowEN. Not to my knowledge. We were given the charge in 
our study to find ways to work with the private sector, whereby 
catastrophic illness expenses could be met by all age groups and 
under all settings, whether it be acute care for the elderly, whether 
it be long-term care for the elderly, or whether it be for those up to 
65 years of age. 

Senator Baucus. So, none of those have been ruled out? 

Dr. BowEN. Not to my knowledge. 

Senator Baucus. Thank you very much. 

Thank you, Mr. Chairman. 

The Chairman. Thank you. Senator Baucus. 

Dr. Bowen, I think it is obvious that there is a great interest and 
concern in this area, and that there is not a consensus at this point 
on this committee and maybe not even in the Admioistration. But 
we will achieve one, and I am confident that we will have legisla- 
tion coming out of this committee, and that it will be productive 
legislation, substantive legislation. And you have made a major 
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contribution to it. We are most appreciative of your being here. 
Thank you. 
Dr. BowEN. Thank you, sir. 

[Whereupon, at 12:13 p.m., the hearing was concluded.] 
[By direction of the chairman the following communication was 
made a part of the hearing record:] 
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Mr. Chairaan and Mecbe^'s of the Committee, on behalf of 
the American College of Gastroenterology, I wish to thank you 
for holding this important hearing. The time for us, as a 
nation, to address the problem inadequate health care 

coverage is long overdue. 

Today, approximately 30 million elderly Ajcericans are 
exposed to financial hardship due to a catastrophic illness or 
long-term care need. Gastroenterologists see these patients on a 
daily basis. These individuals, most of whom have worked hard 
all their lives, should not be asked to surrender their life's 
savings because they have a serious or severe illness. Ine 
American College of Gastroenterology believes that sometning can 
and must be done to prevent the financial devastation that 
American families are enduring solely because one family member 
has a catastrophic illness or need for long-term care services. 

ACG also believes that HHS Secretary Bowen*s proposal is a 
step in the right direction. In addition to providing a 
mechanism for catastrophic illness coverage under Medicare, the 
Secretary's proposel is important for two reasons - One, it 
recognizes that tht problem exists and should be remedied. 
Second, it perceives the Federal Government as having an 
important and necessary role in the process while remaining 
budget neutral. 
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However » the Secretary's plan does not go far enough and 
could be laproved* It does not cover long-term care needs, nor 
does It cover the cost of drugs, as well as other costs; for 
Instance, such as those for vision and hearing problems* 
Clearly, the Administration's proposal will need to be supple- 
mented In order to best meet the needs of the American people. 
Nevertheless, Secretary Bowen should be congratulated for his 
valiant efforts to address this problem* 

Mr* Chairman, much Is being said these days about health 
Insurance coverage for catastrophic Illness, and as you know, 
numerous Committee and Subcommittee hearings are being held on 
this Issue* ACG perceives this current debate as positive in 
that It has drawn attention to the severe consequences of the 
problem* Our major concern Is that without passage of 
Congressional legislation, these discussions will remain mere 
rhetoric* The American College of Gastroenterology recommends 
that Congress move swiftly and thoughtfully to enact Federal 
legislation to provide Medicare coverage for catastrophic 
Illness and long-term care* 

Thank you for the opportunity to present our views* The 
American College of Gastroenterology Is happy to assist you In 
any way Members deem appropriate* 



ERIC 




116 



TESTI.MOKV OF THE 



AMERICAN ACADEMV OF FAMILY PHYSICIANS 



The American Academy of Farei^ly Physicians is the national 
medical specialty organization representing more than 59,000 
faaily physicians* medical students and family practice 
residents* 

We are pleased to have the opportunity to address a problem of 
mutual concern to members of this committee and to family 
physiciani: throughout the country--the need for access to 
ct. tastrophic health coverage for all Americans. Wo commend the 
members of this committee for the thorough review that you are 
giving this subject. 

At the outset* wc do want to point out that catastrophic 
initiatives are of 1 imi ted good in achieving increased access to 
health care* because they are oriented toward coverage of 
hospital care* and not preventive or maintenance care^ or long 
term care. However, the Academy views the effort in Congress to 
address catastrophic coverage as a positive step toward the 
eventual assurance of access to appropriate health care for aJl 
Americans. 

Family physicians see* first hand, the need for protection from 
catastrophic health care costs. We share with our patients and 



their families the fear of financial devastation that can result 
from serious illness or injury. In our offices we are caring 
for patients who require an increased intensity of services 
because they are discharged from the hospital earlier — and 
sicker. Many of these services are not adequately covered by 
Medicare. We struggle with the dilemma of cur elderly patients 
whose families are not able to care for them at home, but who 
cannot afford nursing home cara. We see families forced into 
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poverty by health care expenses before meeting Medicaid 
eli^ibiUty criteria for nursing honse care. And although we may 
not see them, we know there are many patients who opt to Ro 
ftthout needed care because of gaps in Medicare coverage. 

Catastrophic medical events pose a financial threat to Americans 
of all ages and therefore the need for catastrophic coverage Is 
not limited ;.o acute care for the Medicare population. Rather, 
the need encompasses the acute care expenses of the elderly, 
long tern care expenses, and catastrophic coverage of the 
general population. The American Acadc« of Family Physicians 
has considered the issue of catastrophic coverage from this 
broad perspective and has considered various options to address 
each of these areas of need. We look forward to working with 
you to address catastrophic coverage in a comprehensive fashion. 

Ctirr<>nt Medicare Acute Care Coverage 

The financial liability of the Medicare beneficiary for acute 
caro can beccne quite substantial undet^ the current svaten as 
there is no upper limit on the out of pocket expenses the 
elderly may pay for services. 



Currently under Medicare Part A the beneficiary nust pay s520 
for the first day of hospitalization. The amount serves as the 
deductible. Then for days 2-60 of a single spell of Illness 
.Medicare covers the inpatient care without charging the 
beneficiary. However, the beneficiary liability Increases to 
$130 per day for days 61-90, and for days over 90 (which arc 
taken from the 60 days of llfot»mi? res<4rve) the beneficiary 
copayment is S260 por day. 



Under Part B the annual deductible per benet «clary Is s75>00. 
Pa'^t B covers B0% of what .Medicare determines Is a reasonable^ 
charge for physicians services, with the beneficiary liable for 
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the 20X copayacnt. plus any additional amount chiir<cd by the 
physicians. Neither routine physician services nor outpatient 
prescription drugs .ire covered by Medicare. 

p^onosals For Cfttnstronhic Coverage of Aouto C o ^ 

Proposals have been Introduced in Congress which uould no a lont; 
way toi«'rrd limitinit out of pocket medical expenses. v«e cos^mend 
the Members of Contcress uho have thoughtfully contribut«»d to the 
Current debate on catastrophic health care insurance. Most 
discussed are proposals based on the plan developed by IIHS 
Secretary Otis Hownn. .S.592, S.754 and H.Ft. 1245. and proposals 
introduced by Kepresentativus Stark and Grndison, H.R. 1280 and 
H.K. 1281. The AAFP supports provisions in thes^ proposals to 
eliminate coinsurance for hospital sta^s and provide unlimited 
hospital days after the required deductible is met. Another 
fSood feature in both would improve the skilU'd nursirii; home 
benefit by reiiueinR benof Iciarivs* coinsurance liability. 

Th<* StarH-Cradison approach provides a slightly more 
comprehensive total benefit packaise than the Hou^n proposals and 
is also more costly. Other plans ave beint; discussed with mere 
benefits which also add to the cost of the procran. The 
feasibility, administrative simplicity and wide support of the 
Dowen plan, however, are ^:;iremely attractive features. We 
believe these are important, features which make it possible to 
enact this proposal as soon as possible. 

pinancing of Aeute Coverage 



While the need for catastrophic health care co^era<e is clear, 
the strateijy for providing access to such eoveraue is not. The 
ability to rn.aace a catastrophic program in fact defines the 
scope of thii oovtrai!e that can be provided. The American 
Academy of Family Physicians encourat;es Congress to balance 
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fiscal responsibility with compassion for the elderly in 
evaluating proposals for catastrophic coverage. 

Catastrophic coverage of acute care expenses of the elderly 
should be accomplished through restructuring of the Medicare 
program. Such a restructuring should limit the financial 
liability of the beneficiary for acute care* and cover an 
unlimited number of days of acute hospital care. A responsible 
approach to providing this type of Medicare coverage would be to 
have Medicare beneficiaries share the catastrophic risk through 
payment of an actuarily sound additional premium. As outlined 
in S.592, this approach would provide a $2000 annual limit for 
out of pocket expenses for Medicare covered services, a limit 
which would be affordable for nearly all beneficiaries. While a 
lower out of pocket limit than $2000 annually may be desirable, 
we are concerned that the additional premium that would be 
i*equired to finance the catastrophic program would prove too 
costly to low income elderly. In this event subsidized purchase 
of the catastrophic policy for low income individuals, perhaps 
through a voucher or a tax credit, might be necessary. 
Other proposals, H.R. 1280 and H.R. 1281, would finance the 
catastrophic benefit by taxing a portion of the benefit's 
actuarial value. Approximately 33X of the elderly with the 
highest incomes would be taxed under this strategy. It would 
avoid imposing additional financial burdens on low income 
elderly and additional taxes on current workers. However, 
should program costs increase more rapidly than projected or as 
additional benefits are added, the increased cost to middle and 
higher income beneficiaries could become a financial strain. 



Protecting the population from the costs of long term care for 
the chronically ill aJso should be addressed by Congress. 
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According to the AARP, nursing home stays account for over 80% 
K»f the expenses incurred by older people spending over S2000 per 
ye{ r out of pocket for heaith care. With Medicare and private 
insurance paying an estimated 3% of nursing home costs, Medicaid 



is the only alternative available to many of the nation's 
elderly. Life savings and assets are depleted to pay for 
nursing hone care before Medicaid eligibility requirements are 
met. Spouses are left impoverished in order that their partners 
receive the ctvre that they need* Family physicians are keenly 
aware of the impact of long term care expenses on their 
patientSt their spouses and their families. 

Solutions for provid;ng protection from the catastrophic 
expenses of long term -jare are more difficult to develop than 
other components of cat£.strophic health coverage. The AAFP 
believes that the combined efforts of the governcent and the 
private sector are needed to address this problem. Steps taken 
immediately to protect some o*" the population at risk may 
stimulate other initiatives which will cover a broader 
population . 

In the Congressional Record of March 17, Senator Chafee notes 
that "approximately one-half of all Med.'Cixre recipients in 
.cursing homes were not initially poor, bu» ^-^pent their income 
and resources on long term care before becoming eligible for 
Medicaid." The AAFP believes that a variety of strategics for 
addressing long term care should be considered. This 



»the federal government work with the private sector to 
educate the public abo^t the risks* costs, and financing 
options available for long term car'?, as well as the 
limitation of coverage for such services under Medicare and 
Medigap supplemental insurance. 



organization supports the following Bowen report 



recommendations : 
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^that the federal government encoura^rs personal savings for 
long term care through a tax favoi-ed Individual Medical 
Account (IMA) combined with insurance, and amend Individual 
Retirement Accounts (IRA) provisions to permit tax-free 
withdrawal of funds for any long term care expense. 

^encouraging development of the private market for long term 
care insurance by establishing a refundable tax credit for 
long term care insurance premiums, providing favorable tax 
treatment for long term care insurance reserves and 
removing barriers to prefunding long term care benefits 
provided by employers to retirees » 

♦offering employee-paid long term care group insurance as an 
option under the Federal Employees Health Benefit Program. 

Other options for financing long term care which should be 
explored include state home equity conversion programst which 
would provide additional liquidity for house-rich/cash-poor 
persons to pay for long term care without bein? forced to sell 
their homes, and capitated delivery systems, such as HMOs, to 
spread the risk. 

The Academy believes that Congress must consider means of 
addressing the costs of long term care in its discussions of 
catastrophic coverage, costs which are the major concern of the 
population. We believe the above options, which have been 
endorsed by the American Academy of Family Phvsicians should be 
given serious consideration. 



An estimated 70 percent of the Medicare population purchases 
Medigap policies to supplement what Medicare pays. The elderly 
often don*t understand what the gaps in Medicare coverage really 
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a. 6) and purchase plans which are not adequate or which do not 
cover preexisting conditions. Some purchase multiple plans out 
of the fear of financial ruin that a long illness can bring only 
to find that the plans do not cover their medical care. The 
Academy would recommend that the federal government mount an 
intensive information campaign to improve public understanding 
of Medicare and Medigap coverage limitations. This is 
particularly important in the area of long term care. Much of 
the public is unaware that Medicare does not cover long term 
care and that most Nedigap policies are structured to address 
gaps in acute care coverage i not long term care needs. 

We are concerned that if Congress enacts an acute care 
catastrophic benefit the public must be fully informed of the 
limitations of Medicare coverage which will still exist. 
Beneficiaries will continue to assume financial risk for 
uncovered servicet various deductibles and coinsurance. 

Conclusion 

This year there is the momentum in Congress to enact legislation 
to fill some of the gaps in Medicare coverage. The American 
Academy of Family Physicians urges Congress to seize the 
opportunity to take this important first step toward the 
provision of comprehensive catastrophic health coverage for the 
American public. 

Thank you for the opportunity to appear before you today. I 
would be pleased to answer your questions. 
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